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ABSTRACT 

This report summarizes the accomplishments of the 
U.S. Department of Education, Office of Inspector General (OIG), for 
the 6-month period ending March 31, 1993. An audit and inspection of 
student financial assistance programs administered by the Office of 
Pos tsecondary Education found that many postsecondary vocational 
training programs are funded despite poor job prospects for program 
graduates. Loan monies were also disbursed incorrectly or 
fraudulently. Misallocation and abuse of funds were also found among 
elementary, secondary, and special programs for the disadvantaged and 
disabled. There were several indictments and prosecutions of 
proprietary-school officials involving student loan fraud and other 
offenses. The report's seven chapters describe audit and inspection 
activities, investigative activities, significant management 
problems, legislative and regulatory activities, and non-federal 
audit activities. They also provide a statistical summary, and 
information on background and organization. Appendices include an 
index of reporting requirements, audit-resolution tables, reports on 
programs and activities, unresolved audit reports, significant 
f indings and recommendati ons of the audit reports , prosecution 
actions resulting from OIG investigations, and glossaries of 
abbreviations and terms. (JPT) 
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OFFICE OF INSPECTOR GENERAL 



CULTURE STATEMENT 



MISSION STATEMENTS The mission of the Office of Inspector General is to 
promote the efficient and effective use of taxpayer dollars in support of 
American education. 



PEOPLE: We believe that our people are our most important asset The 
importance of the dignity of the individual must prevail in our beliefs and 
behavior toward one another. We must be ever sensitive that our own dignity 
is reflected in our behavior toward each other and the public. 



CREATIVITY: We intend to joster an environment that will capitalize on the 
talents and capabilities of all OIG employees. We encourage teamwork 
innovation, creativity, and the free and open expression of ideas. 

COMMUNICATION: IVe support open lines of communication and encourage 
interaction among all levels of the OIG. 



ACCOUNTABILITY: We believe in providing employees with a clear 
understanding of what is expected of them and with the guidance needed 
to perform these jobs. Each individual is responsible for her/his actions. 
Managers are responsible for assuring work is fairly evaluated and 
appropriately recognized. 



PROFESSIONALISM /ETHICS: We believe our organization must adhere 
to professional standards and standards of ethics and maintain a climate 
which fosters excellence in product integrity in actions, and independence 
and objectivity in outlook. 



FORWARD THINKING: We acknowledge that growth and vision are 
indispensable to the continuity and success of the OIG. We must learn from 
the past and present how to anticipate and prepare for the future. The OIG 
is committed to taking the actions necessary to adapt to our changing 
environment 
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UNITED STATES DEPARTMENT OF EDUCATION 

OFFICE OF INSPECTOR GENERAL 



April 30, 1993 



THE INSPECTOR GENERAL 



Dear Mr. Secretary: 

I am pleased to submit this Semiannual Report on the activities of the Department's Office of 
Inspector General A x OIG) for the six-month period ending March 31, 1993. Submission of the 
report is in accordance with section 5 of die Inspector General Act of 1978 (Public Law 95-452, 
as amended). The Act requires that you transmit this report, along with any comments you may 
wish to make, to the appropriate Congressional committees and subcommittees within 30 days. 

The many accomplishments documented in this report serve as testimony to the cooperation and 
dedication of OIG and program officials striving to achieve a common goal of increasing econo- 
my, effectiveness and efficiency in ED programs and operations. The efforts of OIG and De- 
partmental personnel have, during this six-month period, yielded significant monetary, adminis- 
trative and programmatic benefits for the Department. 

As reflected in this report, we have continued a concentration on the Department's student fi- 
nancial assistance (SFA) programs, the number one "high risk area" in the Department. We 
plan to continue to examine abusive schools but will also review program achievement and the 
activities of the non-Federal providers in the SFA programs. 

As we look to the future, we will also provide greater focus on programs other than SFA, in- 
cluding elementary and secondary education programs. We will be looking at program results 
to provide recommendations to increase program efficiency and effectiveness. We will also be 
working toward full implementation of the Chief Financial Officers' Act to improve the manage- 
ment and information systems, and therefore the decision-making processes, of the Department. 
We look forward to working with Departmental managers to achieve results in these areas. 

I feel confident that together, we will continue to serve the interests of the American people and 
the educational community as we work to assure the effectiveness and integrity of Federal edu- 
cation operations and programs. 
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EXECUTIVE SUMMARY 



This report summarizes the accomplishments of the U.S. Department of Education (ED), Office 
of Inspector General (OIG), for the six-month period ending March 31, 1993. The report is 
issued pursuant to the provisions of the Inspector General Act of 1978 (Public Law 95-452, as 
amended). 

The following paragraphs highlight significant audit, inspection and investigative accomplish- 
ments and activities of this Office during the six-month reporting period. These activities and 
accomplishments are described in greater detail in Chapters I, II and III of this report. 

AUDIT AND INSPECTION ACTIVITIES 
Student Financial Assistance (SFA) Programs 

The Office of Postsecondary Education administers Federal financial assistance programs de- 
signed to provide access to and improvements in postsecondary education and training programs. 
In fiscal year (FY) 1993, about $14.6 billion was appropriated for postsecondary education, of 
which almost $13.5 billion was expended for student financial assistance programs. 

Significant audit and inspection results this period in the SFA program area are highlighted be- 
low. Our recommendations for corrective action may be found in the corresponding narrative 
summaries in the body of this report. 

o We issued a management improvement report (MIR) which disclosed that the current sys- 
tem for funding postsecondary vocational training affords little assurance that the training 
provided to students in many such programs will help them obtain gainful employment. 
Without jobs, they pay less taxes and default on loans more frequently. In summary, both 
students and taxpayers lose under this system. 

Our review found that, despite the fact that over $725 million in Title IV funds was ex- 
pended to produce the 96,000 cosmetologists who were licensed in 1990, job prospects are 
dismal; the current supply of cosmetologists already exceeds the demand. We also found 
that schools are not being held accountable for the results of their training; as a result, 
those doing a poor job have little incentive to improve. Because there are no performance 
standards, there is little incentive for schools to be overly concerned about how many of 
their students graduate and find jobs— and it is the students, and the taxpayers, who bear 
the burden of this indifference. 

o Our review of data from 12 State guaranty agencies found that 9 of the 12, with approxi- 
mately $40 billion in loan guarantees, were affiliated with organizations that they are re- 
quired to monitor. Of the $40 billion in loan guarantees, we identified approximately $1 1 
billion in loan guarantees that are at risk due to the potential conflicts of interest. 

o Our audit at three branch campuses of Career Point Business School in Missouri, Texas 
and Oklahoma found that Career Point did not comply with the disbursement requirements 
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for Pell Grant funds and for federally guaranteed student loan proceeds; disregarded its 
satisfactory academic progress policy; assigned an excessive and unreasonable amount of 
quarter credit hours to its educational programs; and misrepresented the employability of 
its students. 

o Our audit at Microcomputer Technology Institute (MTI), Houston, Texas, disclosed that 
MTI improperly disbursed Pell Grant funds for incarcerated students during the period July 
1988 through December 1991 by overstating attendance costs for incarcerated students and 
then disbursing Pell funds that the students were not entitled to receive. We also found 
excessive withdrawal rates and other instances of non-compliance with Title IV program 
requirements at the prison training locations. 

o Our inspection at Moore Career College, Jackson, Mississippi, disclosed that Moore did 
not comply with Title IV SFA regulations, State regulations, and accreditation agency re- 
quirements. We also found a plethora of administrative and operational deficiencies, in- 
cluding certification of apparently forged loan applications; unethical recruiting; inaccurate 
enrollment and withdrawal records; and inadequate consumer information and educational 
supplies. 

These and other audits, MIRs and inspection reports issued during the reporting period in the 
SFA program area are discussed in Chapter I and Appendices 6, 7 and 8 of this report. 

Elementary, Secondary, and Other Education Programs 

The Department's elementary, secondary and special programs offices administer programs of 
financial assistance to State and local government agencies, institutions of higher education, and 
other recipients. These programs are intended primarily to establish and improve education and 
training programs for the disadvantaged, disabled, and other special populations. 

Significant audit results this period in the elementary, secondary and special programs area are 
highlighted below. 

o Our audit of the Louisiana Rehabilitation Services Agency, New Orleans, Louisiana, found 
that the Agency used an estimated $5.8 million in Federal vocational rehabilitation (VR) 
funds to pay for services that were covered by other funding sources. The Agency also 
overpaid one State hospital about $588,000 in Federal VR funds because Agency officials 
made errors in counting VR clients receiving hospital services. 

o Two audits of the State of West Virginia for the years ending June 30, 1990, and June 30, 
1991, found that the State could not document that it had received and reviewed audit re- 
ports for local education agencies to which it had subgranted ED funds under the Educa- 
tionally Deprived Children, Handicapped State Grants, and Vocational Education - Basic 
Grants to States programs. The reports contained a total of 179 non-monetary findings and 
included $99,380,328 in questioned and unsupported costs. 

These and other audit reports issued during the reporting period in the elementary, secondary 
and special programs areas are discussed in Chapter I and Appendix 6 of this report. 
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Departmental Management 



OIG audit reports on Departmental management issues this period identified weaknesses in the 
Department's lender and guaranty agency audit follow-up and Impact Aid Program site re; ; ew 
processes, and significant problems in the area of contract close-out. Two of these audits are 
highlighted below. 

o Our review of the Office of Postsecondary Education's Leader and State Agency Review 
Branch (LSARB) found that LSARB lacked adequate controls to assure that auditees cor- 
rected the deficiencies identified during audits, and paid audit-related accounts receivable. 
As a result, LSARB did not know that the guaranty agencies had failed to pay ED almost 
$1 million in disallowed costs that the agencies were to return through on-site adjustments 
or offsets against future claims. 

LSARB also lacked adequate controls to assure that each guaranty agency performed re- 
quired biennial program reviews of lenders and institutions. We found that two of the 46 
lenders at which guaranty agencies failed to perform program reviews during the 1989-90 
review period originated about $193.3 million in guaranteed loans and received about 
$48.7 million in guaranteed student loan funds during the 1989-90 review cycle. 

o Our review of the Department's contract close-out process found that, as of March 14, 
1992, more than 73 percent of the Department's 779 expired contracts were not closed 
within the time frames required by Federal regulations. More important, over 53 percent 
of the expired contracts had $18 million available in unexpended contract funds remaining 
on the books that should have been deobligated. Other deficiencies in the Department's 
contract close-out process were also identified during our review. 

These and other audit reports issued during the reporting period on Departmental management 
issues are discussed in Chapter I and Appendix 6 of this report. 

INVESTIGATIVE ACTIVITIES 
Proprietary Schools and School Officials 

This period a number of indictments and successful prosecutions of proprietary-school officials 
were achieved as a result of OIG investigations and cooperative efforts with other Federal and 
State and local law enforcement agencies. The following are some of our most significant cases. 

o Two former owners of Michigan Paraprofessional Training Institute, Oak Park, Michigan, 
were sentenced on their convictions for student loan fraud and payroll tax evasion. The 
two were each sentenced to 18 months imprisonment and ordered to serve a 3-year term 
of supervised release following their prison terms, and to jointly pay restitution in the 
amount of $ 1 , 174, 136. A joint OIG/U.S. Secret Service investigation found evidence that 
the subjects had fraudulently obtained and spent more than $600,000 in Federal education 
grants, and that the school had obtained $500,000 in illegal loans through the submission 
of 163 false student loan applications to various banks in the names of former students or 
persons who did not exist. 
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o Three officials of Advance Business College (ABC), Aguada, Puerto Rico, pled guilty to 
fraud charges after an OIG investigation developed evidence that ABC operated four 
branch campuses without a license from the Puerto Rico Department of Education and had 
fraudulently requested and misappropriated $3,335,729 in Pell Grant funds for students 
enrolled at these ineligible branch campuses. 

School Employees 

The following are examples of successful prosecutions this period against school employees who 
violated their positions of trust by defrauding the SFA programs. 

o A former assistant financial aid director for the University of Nebraska at Omaha (UNO), 
Omaha, Nebraska, pled guilty to a two-count felony information charging her with student 
financial aid fraud and mail fraud. Investigation disclosed that the subject used her posi- 
tion as assistant financial aid director at UNO to fraudulently receive and/or disburse a 
total of $53,835 in Federal, State, and privately funded financial aid. 

o A former director of financial aid at three institutions in Kansas City, Missouri, pleaded 
guilty to a one-count information charging SFA fraud in the Western District of Missouri. 
Our investigation disclosed that the subject fraudulently obtained $25,220 in PLUS funds 
by using the names and Social Security numbers of students enrolled at the schools. Fur- 
ther evidence was found that the subject falsely certified and submitted a student loan de- 
ferment form for guaranteed student loan funds she received, which caused the Department 
to pay interest to the lending institution during her extended grace period. 

Other Investigative Cases 

The following are selected examples of OIG cases that resulted this period in successful prose- 
cutions of individuals who obtained or attempted to obtain student aid funds through fraudulent 
means. 

o An individual was sentenced on New Jersey State charges to nine months in jail and five 
years probation and ordered to pay $21,124 in restitution and serve 100 hours of commu- 
nity service. The subject had posed as a Princeton University student, using a false name 
and date of birth to fraudulently obtain $40,620 in student financial assistance, $18,220 
of which was federally funded. 

o A former Internal Revenue Su*vice employee was sentenced in the Eastern District of 
Pennsylvania to three years probation and six months home confinement, and was ordered 
to make full restitution of all fraudulently obtained Federal and non-Federal aid. A joint 
OIG/Postal Inspection Service investigation developed evidence that the subject, who ear- 
lier pleaded guilty to charges of mail fraud and making a false statement, fraudulently ob- 
tained $24,595 in financial aid to finance his daughter's education at Temple University 
in Philadelphia. 



o An individual pled guilty to two counts of mail fraud in the Southern District of New York 
as the result of an information charging her with two counts of mail fraud and tv o counts 
of SFA fraud. A joint OIG/Postal Inspection Service investigation found evidence that the 
subject attempted to obtain $44,075 in SFA by falsifying the school portion of 1 1 Stafford 
and PLUS applications to attend the University of St. Andrews, St. Andrews, Fife, Scot- 
land. 

During this Semiannual reporting period, the OIG has conducted several investigations into the 
activities of various fraud rings across the nation. Three of these are highlighted below. 

o A Federal grand jury in the Southern District of Texas indicted 11 individuals on SFA 
fraud and general principals charges for conspiring to defraud the Supplemental Loans for 
Students program of $280,000. An additional 30 individuals have entered into a pre-trial 
diversion agreement or have made other arrangements to repay the loans illegally obtained. 

o Eleven individuals were sentenced in the Northern District of Louisiana, Shreveport, Loui- 
siana, after pleading guilty to bills of information charging mail fraud, SFA fraud, and use 
of a false Social Security number. The leader of the fraud ring was sentenced to 3 years 
and 10 months in prison and ordered to make restitution of $328,000. The remaining 10 
individuals were sentenced to varying terms of imprisonment or probation and ordered to 
make restitution of amounts ranging from $1,040 to $68,000. 

o Cur investigation of a PLUS loan fraud scheme in Detroit, Michigan, resulted in the sen- 
tencing of 10 individuals in the Eastern District of Michigan, including two former Detroit 
police officers. The two former officers were sentenced, respectively, to 15 and 14 months 
in prison and 3 and 2 years of supervised probation, and were ordered to pay $48,000 and 
$44,000 in restitution. A third participant, who was recruited by the creators of the fraud 
scheme to help solicit others to accept PLUS checks, was sentenced to two years in prison 
and three years supervised release, and was order :d to pay $83,968 in restitution. 

These and other significant prosecutive actions of the reporting period resulting from OIG inves- 
tigations are discussed in Chapter II and Appendix 9 of this report. 

SIGNIFICANT MANAGEMENT PROBLEMS 
AND HIGH RISK AREAS 

In our last Semiannual Report, we highlighted progress made in 7 of what our previous Semi- 
annual Report had identified as the 10 most significant problem areas in the Department. This 
period, we noted further improvements in each of these areas, as well as progress made in the 
remaining 3 of the 10 problem areas originally identified. The results of our efforts ano those 
of ED managers to address these problems during the period are described in detail in Chapter 
III of this report. 
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STATISTICS PROFILE 

October 1, 1992 to March 31, 1993 



(M = million) 



AUDIT REPORTS ISSUED OR PROCESSED ■ ■ • 3,105 

—Questioned Costs $ 110.9 M 

—Unsupported Costs $ 1321 M 

—Recommendations for Better Use of Funds $ 46.4 M 

AUDIT REPORTS RESOLVED BY PROGRAM MANAGERS 955 

—Questioned Costs and Other Recommended Recoveries Sustained $ 228.8 M 

—Unsupported Costs Sustained $ 10 - 7 M 

—Additional Disallowances Identified by Program Managers $ 61. 0M 

-Not Recoverable $ ( 196 - 5 M ) 

—Total Demand for Recovery $ 104.0 M 

—Management Commitment to Better Use of Funds $ 210.2 M 

INVESTIGATIVE CASE ACTIVITY 

—Cases Active at End of Period ^12 

—Cases Referred for Prosecution 129 

INVESTIGATION RESULTS 

— Indictments/Informations 1^3 

—Convictions/Pleas 

—Fines Ordered $ 25,033 

—Restitutions Ordered $ 3,589,822 

—Restitution Payments Collected $ 691,148 

—Civil Settlements * 803,500 

ACTUAL RECOVERIES FROM AUDITS AND INVESTIGATIONS $ 9.4 M 

MANAGEMENT IMPROVEMENT REPORTS 

—Reports Issued ^ 

-Recommendations for Better Use of Funds - 0 - 

—Reports Resolved by Program Managers 6 

-Management Commitment to Better Use of Funds $ 28.25 M 

DEBARMENT/SUSPENSION ACTIVITIES 

— OIG Requests for Departmental Action ^ 

—Individuals/Entities Debarred 24 

—Individuals/Entities Suspended 5 

HOTLINE ACTIVITIES 

-Allegations Received 47 

-Allegations Closed 27 

-Allegations Substantiated 2 
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Chapter I 

AUDIT AND INSPECTION ACTIVITIES 



A. INTRODUCTION 

1. Audit Activities 

As required by the Inspector General Act of 1978, the Department of Education's (ED) Office 
of Inspector General (OIG) is responsible for conducting and supervising audits related to pro- 
grams and operations of the Department of Education for the purpose of promoting economy, 
efficiency and effectiveness in the administration of, and preventing and detecting fraud, waste 
and abuse in, such programs and operations. This responsibility is carried out through audits 
conducted by OIG staff, and through guidance for and monitoring of the work of non-Federal 
independent auditors. 

2. Inspection Activities 

The OIG inspection process combines the skills of auditors and investigators in short-term re- 
views of schools having high default rates or other indicators of abuse. OIG inspections result 
in recommendations for prompt cut-off of funds where appropriate and for administrative action 
by Department officials including, where appropriate, a substantial fine and recovery of Title 
IV funds improperly retained by the school. 

* * * 

Significant audit and inspection results this period are highlighted below. Information regarding 
the status of resolution action on audit, inspection and management improvement reports issued 
this period is provided in this chapter where such information is available. Those reports for 
which such information is not provided are in the process of being resolved. 



B. STUDENT FINANCIAL ASSISTANCE PROGRAMS 

The Office of Postsecondary Education (OPE) administers Federal financial assistance programs 
designed to provide access to and improvements in postsecondary education and training pro- 
grams. In fiscal year (FY) 1993, about $14.6 billion was appropriated for postsecondary edu- 
cation, of which almost $13.5 billion was expended for student financial assistance (SFA) pro- 
grams. The SFA expenditures and guarantees primarily provide aid to students in the form of 
grants, loan guarantees, and earnings through work-study programs. 

The SFA programs include the Pell Grant, Supplemental Education Opportunity Grant, State 
Student Incentive Grant, College Work-Study, Perkins Loan, and Federal Family Education 
Loan Program (FFELP) programs. The FFELP programs consist of the Stafford Loan, Supple- 
mental Loans for Students (SLS), PLUS, and Consolidated Loan programs. 
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TITLE IV FUNDING FOR VOCATIONAL TRAINING 
SHOULD CONSIDER LABOR MARKET NEEDS 
AND PERFORMANCE STANDARDS 

MIR 93-03; March 12, 1993 



Title IV of the Higher Education Act makes funds available to students without regard to labor- 
market needs or the performance standards of schools. The emphasis of that system is on the 
enrollment of students in educational programs and not on the educational and vocational out- 
comes for the student. Nonetheless, before taxpayers and students invest precious educational 
resources for job training, it is only prudent to expect that students should have a reasonable 
anticipation of finding a job in their chosen field. 

With that perspective in mind, OIG auditors began the process of gathering empirical data and 
analyzing whether, in the case of vocational training institutions, the Title IV programs were ac- 
complishing the goal of preparing students for gainful employment. The study was limited to 
cosmetology schools because they are frequent participants in the Title IV programs and have 
often been the subjects of OIG audits and investigations. However, there is no reason to believe 
that similar problems would not exist in other vocational occupations had the same analysis been 
performed. Our findings and recommendations follow. 

WHAT WE FOUND The current system affords little assurance that the training 

provided to students in many vocational training programs will 
help them obtain gainful employment. Without jobs, they pay 
less taxes and default on loans more frequently. In summary, 
both students and taxpayers lose under this system. 

Our review found that over $725 million in Title IV funds was 
expended to produce the 96,000 cosmetologists who were li- 
censed in 1990. Yet job prospects for the tens of thousands of 
cosmetologists trained each year are dismal; the current supply 
of cosmetologists already exceeds the demand. 

The lack of available jobs almost certainly accounts, at least 
partially, for the high default rate of loans made to cosmetolo- 
gy students. This problem is compounded by the fact that the 
majority of cosmetology students who default on loans did not 
complete their training and obtain a license. 

Besides labor market needs, school performance is another fac- 
tor not considered under the current system. Schools are not 
being held accountable for the results of their training; as a 
result, those doing a poor job have little incentive to improve. 
Costs to the Title IV programs at schools that are doing poorly 
can be exorbitant: Our audits at five cosmetology schools lo- 
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cated in the States of Louisiana, New Mexico, Texas, Oklaho- 
ma and Arkansas disclosed that, of the 3,055 students enrolled 
at the five schools, only 432 (14 percent) completed the train- 
ing and received a cosmetology license. In summary, about 
$13.4 million in Title IV funds was expended but only 432 stu- 
dents obtained their cosmetology license. 

Under the current method of funding vocational training, an 
eligible school can enroll as many students as possible and dis- 
burse as much Title IV funding as is available. Because there 
are no performance standards, there is little incentive for 
schools to be overly concerned about how many of their stu- 
dents graduate and find jobs— and it is the students, and the 
taxpayers, who bear the burden of this indifference. 

WHAT WE Our report concluded that it is time to begin exploring the fea- 

RECOMMENDED sibility of different funding approaches that would maximize 

the return on Title IV funds invested and provide incentives for 
schools to do better. We recommended that the Department 
take the lead in convening an interagency task force to study 
different funding approaches for students enrolled in vocational 
training programs, and that the different funding approaches 
considered by the task force include: 

1) the labor market needs of employers— thus in effect limit- 
ing Title IV funds to training those in high-demand occu- 
pations; and 

2) the success rates of schools in placing graduates— thus 
helping ensure that funds are not wasted for training stu- 
dents at schools which have demonstrated little success in 
graduating and placing students. 



ED SHOULD PROHIBIT CONFLICTS OF INTEREST 
BETWEEN GUARANTY AGENCIES AND 
AFFILIATED ORGANIZATIONS 

MIR 93-02; March 15, 1993 



WHAT WE FOUND We obtained data from 12 guaranty agencies and found that 9 

of the 12, with approximately $40 billion in loan guarantees, 
were affiliated with organizations that they are required to mo- 
nitor. Of the $40 billion in loan guarantees, we identified ap- 
proximately $11 billion in loan guarantees that are at risk due 
to the potential conflicts of interest. Affiliations with a loan 
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servicer, secondary market, or other FFELP service provider 
compromise a guaranty agency's impartiality in administering 
the loan insurance program, and ensuring that lenders exercise 
due diligence in collecting insured loans. 

WHAT WE We recommended that the Department amend its regulations, 

RECOMMENDED or, if necessary, seek legislative change to: 

1) prohibit guaranty agencies or their officers and employees 
from having any affiliation with an entity that is a partici- 
pant or a service provider in the FFELP; and 

2) develop timetables for the guaranty agencies and their of- 
ficers and employees to divest themselves of their current 
holdings or to legally separate the guaranty agency from its 
affiliates. 



UPDATE: Phillips Colleges, Inc. 



In our last Semiannual Report (Semiannual Report to Congress No. 25, page 7), we discussed 
our audit and inspection efforts at Phillips Colleges, Inc., which was at the time the largest 
chain of proprietary schools in the United States. Our reviews disclosed serious and repetitive 
violations in the administration of the SFA programs by both Phillips's corporate headquarters 
and its schools, including the use of commissioned salespersons to encoura^r students to finance 
their education with federally guaranteed student loans. (Promotional activities of this nature 
are prohibited by program regulations). Our audit of Phillips's corporate headquarters in Gulf- 
port, Mississippi (ACN 04-10006; July 15, 1992) concluded that Phillips did not possess either 
the administrative capabilities or the financial responsibility required for participation in the SFA 
programs. Based on our findings, we recommended termination of Phillips and its schools from 
participation in the SFA programs. 

This period, ED officials issued a letter to the president of 
Phillips Colleges, Inc., setting forth the Department's program 
determination regarding our audit of Phillips's corporate head- 
quarters and advising what steps need to be taken to address 
any finding that had not as yet been satisfactorily addressed. 
Chief among the Department's determinations with regard to 
this report, the letter sustained our finding on Phillips's use of 
commissioned salespersons to promote the availability of guar- 
anteed student loans and directed Phillips to repay approxi- 
mately $155,000,000 (or the actual amounts, if Phillips can 
determine them) to the appropriate Stafford and SLS lenders. 
In addition, Phillips must calculate the related interest and spe- 
cial allowance associated with the repayment and remit that 
amount to ED. 



ED Officials Sustain 
Key Recommendation, 
Direct Corporation to 
Refund $155 M 



In the program determination letter, the Department noted that 
M (t)he use of commissioned salespersons to promote the availa- 
bility of the Guaranteed Student Loan Program is a very seri- 
ous violation of Federal regulations and a basis for fine, limi- 
tation, suspension, and termination proceedings/ The letter 
further advised that a H formal administrative action M may, ac- 
cordingly, be initiated pursuant to applicable regulations. 



CAREER POINT BUSINESS SCHOOL 
Kansas City, Missouri; San Antonio, Texas; Tulsa, Oklahoma 
ACN 07-10076; February 26, 1993 

WHAT WE FOUND Career Point Business School did not comply with the disburse- 

ment requirements for Pell Grant funds and for Stafford Loan 
and SLS program loan proceeds; disregarded its satisfactory 
academic progress policy; assigned an excessive and unreason- 
able amount of quarter credit hours to its educational pro- 
grams; and misrepresented the employability of its students. 

Career Point also had high withdrawal and default rates, and 
did not comply with specific regulations governing the Pell 
Grant, Stafford Loan and SLS programs. 

WHAT WE We recommended that the Department terminate Career Point 

RECOMMENDED Business School's eligibility to participate in the Tide IV pro- 

grams. We estimate that $4.25 million in Federal SFA funds 
could be better used if our recommendation is implemented. 

We also recommended that ED require Career Point Business 
School to: 

1) refund to ED $7.0 million in Pell Grant funds disbursed 
from July 1, 1988 through December 31, 1990, and all 
Pell Grant funds inappropriately disbursed since December 
31, 1990; 

2) purchase from lenders all outstanding Stafford and SLS 
loans made to students enrolled in its schools since July 1, 
1988, and refund to ED loans made since July 1, 1988, 
that subsequently defaulted; and 

3) calculate and refund to ED interest and special allowance 
paid on Stafford loans made since July 1, 1988. 
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SAN JUAN CITY COLLEGE 
San Juan, Puerto Rico 
ACN 02-10017; February 2, 1993 



WHAT WE FOUND Our audit disclosed that San Juan City College (SJCC) assigned 

an unreasonable and excessive number of credit hours to its 
courses when converting them from a clock-hour to a credit- 
hour basis. As a result, SJCC improperly increased the amount 
of Pell Grant funds for which a student could be eligible, with- 
out increasing the actual hours of attendance or actual length 
of its programs. 

We recommended that ED direct SJCC to: 

1) determine the amount of Pell Grant overawards made to 
SJCC students as a result of expessive clock- to credit-hour 
conversions for the award year 1989-90 and refund those 
amounts to ED, or refund $1,629,000 in estimated over- 
awards to ED; 

2) determine and refund to ED all Pell overawards made to 
SJCC students for award years 1987-88, 1988-89, 1990- 
91 and 1991-92, which we estimate to be $5,797,000; and 

3) assign credit hours to its courses using a technique that 
ensures an equivalence between clock hours and credit 
hours. 



MICROCOMPUTER TECHNOLOGY INSTITUTE 
Houston, Texas 
ACN 06-20002; October 14, 1992 



WHAT WE FOUND Microcomputer Technology Institute (MTI) improperly dis- 

bursed Pell Grant funds for incarcerated students during the 
period July 1988 through December 1991 by overstating atten- 
dance costs for incarcerated students and then disbursing Pell 
funds that the students were not entitled to receive. We also 
found excessive withdrawal rates and other instances of non- 
compliance with Title IV program requirements at the prison 
training locations. 



WHAT WE 
RECOMMENDED 



We recommended that MTI cease awarding and disbursing Pell 
grants to incarcerated students- Implementing this recommen- 
dation will result in better use of over $2-2 million of Pell 
Grant funds annually. We also recommended that MTI or its 
owners be required to refund the $5-57 million in Pell grants 
disbursed for over 3,300 incarcerated students from July 1, 
1988 through December 31, 1991, as well as any additional 
Peli funds disbursed after that date. 



SOUTHEASTERN UNIVERSITY 
Washington, DC 
ACN 03-1C002; December 31, 1992 



Southeastern University's administration of the SFA programs 
was seriously deficient in the areas of administrative capability, 
non-adherence to SFA regulations pertaining to admissions 
standards, satisfactory academic progress, financial aid tran- 
scripts, student eligibility, and unrefundeo student account 
balances. As a result of the findings noted, we estimated that 
Southeastern improperly expended approximately $799,250 
during the period July 1, 1989 through June 30, 1991. 

Due to the serious nature of the problems identified, we rec- 
ommended that ED terminate Southeastern' s eligibility to par- 
ticipate in the Department's SFA programs. We estimate that 
approximately $1, 145,000 of Title IV SFA funds will be better 
used during the next year if our recommendation is implement- 
ed. 



DIESEL TRUCK DRIVER TRAINING SCHOOL, INC. 
Sun Prairie, Wisconsin 
ACN 05-20006; March 12, 1993 



WHAT WE FOUND Diesel Truck Driver Training School, Inc., misclassified in- 

structional hours offered as part of the Commercial Drive. 
Training Program, thereby overstating program length when it 
calculated the number of semester hours of training provided. 
As a result, for the period August 29, 1989 through May 20, 
1992, it improperly awarded and disbursed Pell funds to stu- 



WHAT WE 
RECOMMENDED 



WHAT WE FGUND 



WHAT WE 
RECOMMENDED 
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dents. In addition, Diesel maintained excess Federal cash bal- 
ances, did not always make guaranteed student loan refunds or 
make them in a timely fashion, and made an ineligible second 
Pell disbursement. 

WHAT WE We recommended that the Department instruct Diesel to: 

RECOMMENDED 

1) refund to ED $2,480,651 of questioned Pell Grant funds 
disbursed between August 29, 1989 and June 30, 1991; 
and 

2) determine how much in Pell funds was disbursed after June 
30, 1991, and refund that amount to ED. 

In its response to our draft report, Diesel stated that it no long- 
er offers programs that are eligible for Title IV funds. Accor- 
dingly, we recommended that the Department initiate immedi- 
ate action to terminate Diesel's eligibility to participate in Title 
IV programs. Implementing the above recommendations will 
result in annual better use of about $1.9 million. 



MOORE CAREER COLLEGE 

Jackson, Mississippi 
N-0020928; January 22, 1993 

WHAT WE FOUND Our inspection of Moore Career College disclosed: 

1) deficient ability-to-benefit determinations; 

2) inadequate implementation of default reduction measures; 

3) inadequate refund procedures; 

4) incorrect calculation of SFA awards; 

5) incorrect determination of student eligibility; and 

6) abuses in the school's Truck Driver Training program. 

We also found a plethora of administrative and operational de- 
ficiencies, including: 

1) certification of allegedly forged loan applications; 

2) unethical recruiting; 



8 



21 



3) inadequate consumer information; 

4) inaccurate enrollment and withdrawal records; and 

5) inadequate educational supplies. 

The combined effects of these deficiencies and violations show 
that Moore cannot adequately administer the Title IV SFA pro- 
grams and does not meet the standards required for continued 
participation in the programs. 



WHAT WE We recommended that the Department initiate termination and 

RECOMMENDED fine proceedings against Moore, and immediately revoke the 

eligibility of the Truck Driver Training program. We also rec- 
ommended that action be taken to recover any Title IV funds 
inappropriately retained by Moore. 



INTERNATIONAL TECHNICAL INSTITUTE 
Tampa, FL 
N-0020930; March 2, 1993 



WHAT WE FOUND The inspection disclosed that International Technical Institute 

(ITI): 

1) improperly awarded and disbursed SFA; 

2) failed to make SFA refunds; 

3) failed to assure student eligibility; and 

4) exhibited many administrative and operational deficiencies. 

Many of the areas of noncompliance discovered during the in- 
spection represent recurring problems that have been reported 
repeatedly since 1989. The combined effects of these deficien- 
cies and violations show that ITI cannot adequately administer 
the Title IV programs and does not meet the standards required 
for continued participation in the programs. 



WHAT WE 
RECOMMENDED 



We recommended that the Department initiate termination and 
fine action against ITI and that action be taken to recover all 
Title IV funds improperly retained by ITI. 



COASTAL COLLEGE 
New Orleans, Louisiana 
N-0020926; October 27, 1992 



WHAT WE FOUND 



Our inspection of Coastal College disclosed: 

1) deficient ability-to-benefit determinations; 

2) inappropriate activity by commissioned sales staff; 

3) misrepresentations to students; 

4) inadequate refund procedures [previous reviews of Coas- 
tal's SFA programs had also disclosed refund problems]; 

5) inadequate implementation of default reduction measures; 

6) abuses in the school's trucking program; and 

7) deficiencies in administrative and operational procedures. 

Coastal violated numerous regulations relating to administrative 
capability, student eligibility, and student consumer information 
services. Coastal also violated policies of its accrediting and 
licensing agencies, and failed to consistently provide adequate 
educational resources. 

The worst of the abuses by Coastal occurred in the Advanced 
Truck Driving Program. Our inspection found that school of- 
ficials inflated the length of the program, provided students 
with unauthorized copies of the State licensing examination, 
coached students to provide false information, required out-of- 
State students to obtain a Louisiana driver's license, and mis- 
represented its refund policy. 

The combined effects of these deficiencies and violations show 
that Coastal cannot adequately administer the Title IV pro- 
grams and does not meet the standards required for continued 
participation in the programs. 



WHAT WE 
RECOMMENDED 



We recommended that the Department initiate termination and 
fine action against Coastal College and that action be taken to 
recover all Title IV funds improperly retained by Coastal. 
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C, ELEMENTARY, SECONDARY, AND OTHER EDUCATION 
PROGRAMS 



The Department's elementary, secondary and special programs offices administer programs of 
financial assistance to State and local government agencies, institutions of higher education, and 
other recipients. These programs are intended primarily to establish and improve education and 
training programs for the disadvantaged, disabled, and other special populations. The elemen- 
tary, secondary and special programs offices administer over 150 programs receiving over $15 
billion of the Department's budget. 



UPDATE: Violation of Conflict-of-interest Laws 
California State Superintendent of Public Instruction 



In our last Semiannual Report (Semiannual Report to Congress No, 25, page 17), we reported 
on an OIG audit (ACN 09-10202; April 3, 1992) which found that the California State Superin- 
tendent of Public Instruction had engaged in a pattern of activity that materially benefited the 
financial condition of Quality Education Project (QEP), a nonprofit public benefit corporation. 
Our report stated our belief that these acts violated the conflict-of-interest prohibitions contained 
in the California Political Reform Act of 1974 because QEP was one of the superintendent's 
sources of income. The superintendent's wife was the president of QEP and received a substan- 
tial annual salary. 

As a result of a separate State investigation, a Sacramento, California, grand jury indicted the 
superintendent for violations of the State's conflict-of-interest laws. 



State Superintendent 
of Public Instruction 
Convicted, Sentenced 
for Confliu-of-interest 
Violations 



This period, Louis J. "Bill" Honig, California State Superinten- 
dent of Public Instruction, was found guilty on all four counts 
in his felony conflict-of-interest trial. The jury agreed with 
prosecutors that Honig had illegally steered over $330,000 in 
public contracts to QEP, 

Under State law, Honig was suspended immediately after the 
verdict, and was removed from his position upon sentencing. 
Honig was placed on probation for four years and was ordered 
to perform 1 ,000 hours of community service and to pay the 
State of California $337,509 in restitution plus a fine and court 
costs totaling $10,800. 
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LOUISIANA REHABILITATION SERVICES 
New Orleans, Louisiana 
ACN 06-20204; January 5, 1993 



WHAT WE FOUND The Louisiana Rehabilitation Services Agency used an estimat- 

ed $5.8 million in Federal vocational rehabilitation (VR) funds 
to pay for services that were covered by other funding sources. 
We identified over $4.1 million that had been paid to three 
State hospitals for inpatient services which were fully reim- 
bursed for the same services, primarily by the Medicaid pro- 
gram. Furthermore, we estimated that overpayments of ano- 
ther $1.5 million were made to one of the hospitals. We esti- 
mated the amount of these payments because access to patient 
records was not provided. In addition, we found that the 
Agency paid about $184,000 for services to VR clients in a 
State-operated rehabilitation dormitory. All of the dormitory 
clients were eligible for Medicaid or Medicare, but no effort 
/ was made to obtain those benefits. 

The Agency also overpaid one State hospital about $588,000 
in Federal VR funds because Agency officials made errors in 
counting VR clients receiving hospital services. The hospital 
used these counts to calculate charges to the VR program and 
tc prepare monthly billings. 



WHAT WE We recommended that the Agency be required to strengthen its 

RECOMMENDED procedi i7 *es for ensuring that comparable services and benefits 

provided by other agencies are considered and used, and that 
VR funds are spent only for services not paid by other sources. 
We also recommended that the Agency be required to refund 
either the estimated $5.6 million paid to the hospitals, or re- 
fund the $4,1 10,310 of actual overpayments and determine and 
refund additional overpayments for those VR clients whose rec- 
ords we were unable to review. Implementation of these and 
other recommendations made in the report will result in the 
better use of an estimated $2.1 million of VR funds annually. 

With regard to its overpayment of Federal VR funds to a State 
hospital, the Agency recognized that its count procedures re- 
sulted in overcharges to the VR program and in July 1990 cor- 
rected the problem. However, the $588,000 overpaid to the 
hospital was not returned to the VR program. We recommend- 
ed that the Agency be required to refund the $588,000. 
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STATE OF WEST VIRGINIA 

Charleston, West Virginia 

ACN 03 23212; November 25, 1992 
ACN 03-23238; February 15, 1993 



WHAT WAS FOUND The reports contained a total of 179 non-monetary findings and 

included $99,380,328 in questioned and unsupported costs for 
the two years ending June 30, 1991. The most significant of 
the monetary findings are described below. 

The auditors found that the State of West Virginia could not 
document that it had received and reviewed audit reports for 
local education agencies to which it had subgranted ED funds. 
The auditors reported unsupported costs of $70,602,880 under 
the Educationally Deprived Children program, $20,659,731 un- 
der the Handicapped State Grants program, and $7,162,405 un- 
der the Vocational Education - Basic Grants to States program. 

The auditors also identified disbursements totaling $616,137 
made to subrecipients where the applicable requests for funds 
did not bear the signatures of fiscal office personnel and/or 
program personnel indicating approval. Additionally, the State 
was unable to provide documentation to support disbursements 
made to subrecipients in the amount of $322,048. 



COMMONWEALTH OF PENNSYLVANIA 
Harrisburg, Pennsylvania 
ACN 03-23136; December 29, 1992 



WHAT WAS FOUND The Pennsylvania Department of Education (PDE) had reduced 

its 1990 fiscal effort on vocational education programs by 
$4,109,159 from State fiscal year 1989 levels, and therefore 
did not meet program requirements for maintenance of effort. 
The auditors determined a total maintenance-of-effort shortfall 
of $7,405,124 calculated from the last State fiscal year for 
which the requirement had been met. 

The auditors questioned $39,603,000 in Vocational Education- 
Basic Grants to States Program funds which PDE had expend- 
ed during FY 1991. The auditors found that the 1987, 1988 
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and 1989 data used by PDE to calculate needed effort was not 
comparable to the 1990 data. 

Further, the auditors found that PDE could not provide the de- 
tailed source documents that were to have been submitted by 
Philadelphia School District to document public and nonpublic 
Chapter 2 enrollments. The auditors identified $2,310,505 in 
unsupported costs which had been allocated to Philadelphia 
School District by PDE under the Federal, State, and Local 
Partnerships for Educational Improvement Program. 



PUERTO RICO DEPARTMENT OF EDUCATION 
Hato Rey, Puerto Rico 
ACN 02-23049; December 29, 1992 



WHAT WAS FOUND The auditors found that the Puerto Rico Department of Educa- 

tion (PRDE) had not adequately complied with Federal require- 
ments for audit and monitoring of subrecipients to which it 
provided funding under Chapter 1 of the Elementary and Sec- 
ondary Education Act. In relation to this finding, the auditors 
identified $2,179,014 in unsupported costs. That amount in- 
cludes $1,825,270 transferred to a subrecipient that was later 
debarred by ED for failure to document participant eligibility. 

The auditors also identified $985,866 in accounts receivable 
outstanding for one year or more relating to overpayments to 
employees which had been charged to Federal programs. 

WHAT WE The OIG has recommended t!:e recovery of $985,866 in ac- 

RECOMMENDED counts receivable outstanding from the Puerto Rico Department 

of Education, as the auditors state that PRDE is not processing 

accounts receivable on a timely basis. 



D. DEPARTMENTAL MANAGEMENT 

OIG audit reports on Departmental management issues this period identified weaknesses in the 
Department's lender and guaranty agency audit follow-up and Impact Aid Program site review 
processes, and significant problems in the area of contract close-out. Highlights of these reports 
are presented in the following paragraphs. 
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OPE'S LENDER AND GUARANTEE AGENCY 
OVERSIGHT FUNCTION SHOULD FOCUS 
MORE ON AUDIT FOLLOW-UP 

Washington, DC 



WHAT WE FOUND The Office of Postsecondary Education's Lender and State 

Agency Review Branch (LSARB) lacked adequate controls to 
assure that auditees: 1) corrected the deficiencies identified 
during audits, and 2) paid audit-related accounts receivable. 
As a result, LSARB did not know that the guaranty agencies 
had failed to pay ED almost $ 1 million in disallowed costs that 
the agencies were to return through on-site adjustments or off- 
sets against future claims. 

LSARB also lacked adequate controls to assure that each gua- 
ranty agency performed required biennial program reviews of 
lenders and institutions. Ten of the guaranty agencies we re- 
viewed did not perform program reviews at a total of 46 lend- 
ers and institutions during the 1989-90 review period. In ad- 
dition, 5 of the 46 lenders and institutions were never reviewed 
by either a guaranty agency or SFA program reviewers. Of 
the five, we noted that two lenders originated about $193.3 
million in guaranteed loans and the two institutions received 
about $48.7 million in guaranteed student loan funds during the 
1989-90 review cycle, 

WHAT WE We recommended that LSARB: 

RECOMMENDED 

1) Notify the Department's Accounting and Financial Man- 
agement Service (AFMS) to establish accounts receivables 
totaling almost $1 million for the four guaranty agency au- 
dit reports described above; 

2) Implement an audit resolution and follow-up system that 
will track audits until it receives documentation verifying 
that auditees completed all corrective actions and paid 
amounts due the Department; 

3) For all prior guaranty agency audit reports, identify all 
recommendations that auditees have not implemented and 
all audit-related accounts receivables not paid, and notify 
AFMS to establish accounts receivables for amounts not 
recovered; and 
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4) Establish a goal to elevate program reviews to the Assis- 
tant Secretary when it cannot reach a decision within six 
months from the program review issue date. 

STATUS Department managers are generally taking positive steps to cor- 

rect deficiencies identified in this report. OPE reported col- 
lecting over $600,000 on the outstanding receivables as of De- 
cember 1992. In addition, OPE has reviewed prior Program 
Determination Letters and verified corrective actions for com- 
pleteness. OPE also reported notifying AFMS to establish ac- 
counts receivables for amounts not recovered. Finally, OPE 
is developing a database system that will produce a report for 
use in tracking audit recommendations. 

In responding to our draft report, OPE management disagreed 
with our recommendation that LS ARB elevate program reviews 
to the Assistant Secretary when it cannot reach a decision with- 
in specified timeframes. Further, they reported that OPE is 
developing appropriate tracking systems for significant program 
review actions, will be reporting the status of reviews through 
such systems, and that, in their view, elevating program review 
decisions to the Assistant Secretary would be unlikely to im- 
prove the timeliness of program review actions. 



IMPACT AID PROGRAM SITE REVIEW PROCESS 
Washington, DC 
ACN 11-20202; March 17, 1993 



WHAT WE FOUND The Impact Aid Program's (IAP) v policy of allowing recipients 

to hold interest-free overpayments during a 150-day collection 
period, combined with the untimely processing of site reports, 
cost ED an average of $582,000 a year in lost interest. We 
also found that IAP management could realize an additional 
$3.8 million in adjustments each year if they concentrated their 
site-review coverage on the largest program recipients. 



WHAT WE We recommended that IAP managers: 

RECOMMENDED 

1) assess interest on overpayments during the period for 
which the overpayments are outstanding; and 

2) plan more site reviews of the largest program recipients. 
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STATUS 



IAP management did not agree with our first recommendation, 
primarily because IAP's accounting system was not capable of 
calculating and collecting interest. Rather than assess interest, 
IAP management stated that they plan to take steps to reduce 
the amount of outstanding receivables. 

Regarding our second recommendation, IAP management gen- 
erally concurred and stated that they have established a total 
quality management team to study their site review criteria and 
streamline the process. 



CONTRACT CLOSE-OUT PROCESS 
Washington, DC 
ACN 11-00333; March 17, 1993 



WHAT WE FOUND 



As of March 14, 1992, more than 73 percent of the Depart- 
ment's 779 expired contracts were not closed within the time 
frames required by Federal regulations. More important, over 
53 percent of the expired contracts had $18 million available 
in unexpended contract funds remaining on the books that 
should have been deobligated. In addition, over $10.9 million 
of the available funds represented contracts which the Grants 
and Contracts Service (GCS) had already closed out and had 
sent the files to the Federal records center. Finally, we noted 
that key reports were missing from expired contract files and, 
in 11 percent of our sample, GCS could not locate the contract 
files at all. 



WHAT WE 
RECOMMENDED 



We recommended that GCS: 

1) review its current balance of unexpended contract funds for 
all expired contracts that are past the Federal Acquisition 
Regulations time frames and request the deobligation of 
any excess funds; 

2) prepare a time schedule to complete the closure of the re- 
maining 563 expired contracts amassed since 1985, and re- 
assess the workload requirements and corresponding allo- 
cation of staff resources to assure that contracts are closed 
out as well as awarded in a timely manner; and 

3) revise the procedures so as to designate the specific time 
frames that GCS and other ED personnel involved in clos- 
ing contracts must meet. 
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STATUS 



The Department concurred with our recommended corrective 
actions and stated that it plans to implement them. 
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Chapter II 
INVESTIGATIVE ACTIVITIES 



A, INTRODUCTION 

The OIG is responsible for investigating allegations of fraud and abuse relating to the Depart- 
ment's programs and operations. These investigations may be of individual recipients of Federal 
funds or of those who benefit from or administer the Department's programs. The OIG also in- 
vestigates allegations of misconduct by Department employees. OIG investigative findings often 
result in criminal prosecutions at the Federal, State or lccal level. They may also form the basis 
for administrative action by program officials or for civil action initiated by the Department to 
recover funds. 



B. PROPRIETARY SCHOOLS AND SCHOOL OFFICIALS 

A number of OIG investigations over the last several years have identified fraudulent practices 
by trade schools and school officials. These investigations have resulted in prosecutive actions 
ranging from fines and restitutions ordered to sentences of imprisonment, home detention, pro- 
bation and community service. 

This period a number of indictments and successful prosecutions of proprietary-school officials 
were achieved as a result of OIG investigations and cooperative efforts with other Federal and 
State and local law enforcement agencies. Highlights of selected cases are presented in the fol- 
lowing pages. 



MICHIGAN PARAPROFESWNAL TRAINING INSTITUTE 

Oak Park, Michigan 

Michael (Miguel) Alvarez Prendes and Shirley A. Stqfflet 
(aka Shirley A. Prendes), former owners 



Miguel Prendes and Shirley Stofflet (Prendes), former owners 
of Michigan Paraprofessional Training Institute, were sentenc- 
ed on their convictions for student loan fraud and payroll tax 
evasion. Each had earlier pled guilty to a superseding infor- 
mation in the Eastern District of Michigan charging one count 
each of SFA fraud and income tax fraud totaling $1,165,000. 
The two were previously named in a six-count indictment 
charging SFA fraud, false statements, and conspiracy to 
defraud the United States. 



Training School 
Owners Sentenced to 
18 Months in Prison, 
Ordered to Pay 
$1,174,136 in 
Restitution 



Prendes and Stofflet were each sentenced to 18 months impris- 
onment and ordered to serve a 3-year term of supervised re- 
lease following their prison terms, and to jointly pay restitution 
in the amount of $1,174,136. A joint OIG/U.S. Secret Service 
investigation revealed that the subjects overstated the amount 
of grant money for which their students were eligible. 

Michigan Paraprofessional Training Institute provided training 
for paraprofessional and assistant positions in the medical and 
dental fields. By the time the school closed in 1991, the sub- 
jects had fraudulently obtained and spent more than $600,000 
in Federal education grants. The school also obtained $500,000 
in illegal loans through the submission of over 160 false stu- 
dent loan applications to various banks in the names of former 
students or persons who did not exist. 



ADVANCE BUSINESS COLLEGE 

Aguada, Puerto Rico 

Gerardo Hipolito Tirado Torres, owner; Maria del Carmen Acevedo Cotto, 
president; and Angel Santos Corrada, vice-president 



Business School Three school officials pled guilty to fraud charges in U.S. Dis- 

Offtcials Plead Guilty trict Court, San Juan, Puerto Rico. Gerardo Hipolito Tirado 

to SFA Fraud Torres, owner of Advance Business College (ABC), pled guilty 

to one count each of bankruptcy fraud, mail fraud, SFA fraud, 
and money laundering. Maria del Carmen Acevedo Cotto, 
president of ABC, pled guilty to three counts of mail fraud and 
one count of SFA fraud. Angel Santos Corrada, ABC's vice- 
president, pled guilty to one count of SFA fraud. 

Our investigation developed evidence that ABC operated four 
branch campuses without a license from the Puerto Rico De- 
partment of Education. It was also found that ABC fraudu- 
lently requested and misappropriated $3,335,729 in Pell Grant 
funds for students enrolled at these ineligible branch campuses. 
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FBI CAREER CENTER 

Victor s, .Ckmk&IM 



Career School Owner Victor S. Cianca, former owner/president of PBI Career Cen- 

Sentenced to 25 ter, Pittsburgh, Pennsylvania, was sentenced to 25 months in 

Months in Prison for prison and 3 years supervised probation and ordered to pay a 

Stealing SFA Funds special assessment of $1 ,250 after a Federal jury in Pittsburgh 

found him guilty on 25 counts of student aid fraud. Evidence 
at the trial established that Cianca stole a total of $120,569 in 
guaranteed student loan and Pell Grant funds for students who 
did not attend PBI. This case was investigated jointly by the 
OIG and the Federal Bureau of Investigation (FBI). 



ACME INSTITUTE OF TECHNOLOGY 
South Bend, Indiana 
James Jackson* owner 



Technology Institute 
Owner Pleads Guilty 
to Willful 
Misapplication of 
$255,000 in Student 
Loan Funds 



James Jackson pled guilty in the Northern District of Indiana 
to a one-count information charging him with student financial 
aid fraud. The information charged that Jackson, former own- 
er of Acme Institute of Technology, South Bend, Indiana, will- 
fully misapplied $255,000 in guaranteed student loan proceeds 
by failing to refund unused portions of the loans to lenders 
when students withdrew from his school. 

As part of his plea agreement, Jackson agreed to make full 
restitution of the funds that he misapplied at the South Bend 
school, as well as the $85,000 he similarly misapplied at his 
school in Fort Wayne, Indiana, if so ordered by the court. 
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BIRMINGHAM COLLEGE OF ALLIED HEALTH, INC. 
Birmingham, Alabama 
James Ronald Rippetoe t owner and president 



Medical School Owner 
Sentenced to 15 
Months in Prison, 
Ordered to Pay 
$105,000 in 
Restitution 



James Ronald Rippetoe, owner of the defunct Birmingham Col- 
lege of Allied Health, Inc., Birmingham, Alabama, was sen- 
tenced in U.S. District Court for the Northern District of Ala- 
bama. Rippetoe was sentenced to serve 15 months of impris- 
onment and was ordered to pay a fine of $15,000 and to make 
restitution of $105,000. 

Rippetoe had earlier pled guilty to count one of a three-count 
indictment charging embezzlement of Pell Grant funds. The 
sentence capped a lengthy investigation involving abuse of ED 
funds by Birmingham College of Allied Health officials, which 
also resulted in a guilty plea and a pre-trial sentence of the 
college's financial aid officer. 

Rippetoe had been the owner of the defunct Bowling Green 
Junior College of Business, Bowling Green, Kentucky. In a 
previous investigation of that school, Rippetoe pled guilty to 
making false statements on behalf of the college and subse- 
quently paid a fine and made restitution to ED. The financial 
aid officer at the Bowling Green school also pled guilty to a 
false-statement count and was placed on probation. In a later 
administrative action, the college was suspended from partici- 
pation in ED programs. The college closed in 1988. 



ST. AUGUSTINE COLLEGE 
Chicago, Illinois 
Carlos Plazas, president 



Attorneys for the Department of Justice, Civil Division, and 
Carlos Plazas, the president of St. Augustine College, Chicago, 
Illinois, entered into an agreement for the purpose of settling 
the previously filed civil fraud suit against St. Augustine Col- 
lege, Spanish Episcopal Services, the Rev. Carlos Plazas and 
other officers and administrative personnel. 



Settlement of Civil 
Fraud Suit Requires 
College to Pay 
$795,000 
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The settlement agreement called for St. Augustine College, et 
ah to pay $795,000 to the U.S. government. The agreement 
also specified that all costs therein incurred are unallowable 
costs for government accounting purposes. As a condition to 
the agreement, the Department of Justice filed a stipulation to 
dismiss the civil fraud suit. 



C. SCHOOL EMPLOYEES 

OIG investigations sometimes lead to prosecutive actions against financial aid officers and other 
school employees who use their positions to fraudulently obtain student aid funds. The following 
are examples of successful prosecutions this period against school employees who violated or 
are alleged to have violated their positions of trust by defrauding the SFA programs. 



University Assistant 
Financial Aid Director 
Pleads Guilty to SFA 
Fraud and Mail Fraud 



Natalie K. Bothwell, former assistant financial aid director, 
University of Nebraska at Omaha (UNO), Omaha, Nebraska, 
pled guilty to a two-count felony information charging her with 
student financial ^id fraud and mail fraud. Investigation dis- 
closed that Bothwt 11 used her position as assistant financial aid 
director at UNO to fraudulently receive and/or disburse a total 
of $53,835 in Federal, State, and privately funded financial 
aid. 



According to investigators, Bothwell fraudulently certified six 
student loan applications for herself by falsifying information 
on the applications. Bothwell also used her sister's name to 
obtain an SLS loan and "awarded" her sister additional scholar- 
ship and grant funds; fraudulently certified a Stafford loan for 
her brother; fraudulently awarded 12 State of Nebraska schol- 
arships to herself and other ineligible individuals; applied for 
and received an Excel loan by forging the name of a school 
official on the enrollment verification form; and submitted a 
false student loan deferment form to the Iowa Student Loan 
Liquidity Corporation by asking her husband to forge the name 
of a UNO school official. 



Financial Aid Director 
For 3 Schools Pleads 
Guilty to SFA Fraud 



Patrice Renee Harris, former director of financial aid at Kansas 
City Business College, National College, and Sullivan Educa- 
tion Center in Kansas City, Missouri, pleaded guilty to a one- 
count information charging SFA fraud in the Western District 
of Missouri. Our investigation disclosed that Harris fraudu- 
lently obtained $25,220 in PLUS funds by using the names and 
Social Security numbers of students enrolled at the schools. 



Harris also used the names and Social Security numbers of fic- 
titious or non-existent students to apply for SFA. Further evi- 



5 Indicted for Mail 
Fraud and Conspiracy 
at Tractor-trailer 
School 



dence was found that Harris falsely ce^ified and submitted a 
student loan deferment form for guaranteed student loan funds 
she received, which caused the Department to pay interest to 
the lending institution during her extended grace period. 

A Federal grand jury indicted five individuals for conspiracy 
and mail fraud arising out of their affiliation with the now de- 
funct Andover Tractor-Trailer School, formerly situated in Me- 
thuen, Massachusetts. Emmett Cotter, Patricia Riga, Jerome 
E. Royal, Selvin Hicks, and Darryl Simmes are alleged to have 
fraudulently solicited students from the Trenton, New Jersey, 
and Niagara Falls, New York, areas to enroll in the correspon- 
dence course offered by Andover Tractor-Traikr. 

The subjects are charged with conspiring to fraudulently induce 
students to apply for ED-funded financial aid programs totaling 
$1,689,535. The five individuals allegedly received commis- 
sions for each student enrolled and, in order tc increase the 
amount of commission, concealed the fraudulent nature of the 
enrollments. The indictment alleges that the subjects continued 
to misrepresent a student's status in the program in order to re- 
tain their commissions, and that they accomplished the scheme 
by use of the mail. 



Business School 
Director Charged with 
Making False Reports 



Kevin Daughtry, a former director of Mansfield Business Col- 
lege in Columbia, South Carolina, was charged in an 11 -count 
indictment with making false reports that reduced Federal stu- 
dent aid refund payments by $36,403. Mansfield is a proprie- 
tary business and technical school owned by the CareerCom 
Corporation. Investigation was initiated based on information 
developed by CareerCom's Internal Security office and corro- 
borated by an internal audit of student files. 



D. LENDERS 

Students may obtain loan funds to help finance their education at postsecondary institutions from 
private lenders such as banks, savings and loans, and credit unions. OIG investigations at times 
result in prosecutive actions against lender officials who use their positions to defraud the Fed- 
eral student loan programs. The following item describes one such case this period. 
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In the District of Colorado, Kerry L. Murdock was sentenced 
to five years probation and ordered to pay $20,000 in restitu- 
tion and perform 200 hours of community service after 
pleading guilty to two counts of misapplication of bank funds. 
A joint OIG/FBI/Internal Revenue Service (IRS)/Resolution 
Trust Corporation investigation disclosed that Murdock, former 
treasurer and chief financial officer (CFO) of First American 
Savings Bank (FASB), Longmont, Colorado, and other bank 
officials had illegally transferred funds, including Federal 
student loan funds, to FASB's holding company, National 
Savings Bancorporation. 

Murdock also agreed to cooperate with Federal agents in con- 
nection with the investigation of FASB's former president and 
chief executive officer, John J. Hilliard, who was named in a 
25-count indictment for allegedly masterminding the scheme to 
transfer $1, 100,000 to the National Savings Bancorporation, of 
which Hilliard was president, director, chairman of the board, 
and majority stockholder. Until its failure in March of 1990, 
FASB was one of the largest student loan lenders in the Rocky 
Mountain Area. 

E. OTHER INVESTIGATIVE CASES 

OIG investigations often involve individuals, and sometimes groups of individuals, who attempt 
to defraud the SFA programs in order to obtain funds to which they are not entitled. 

1. Fraud by Individuals 

The following are selected examples of OIG cases that resulted this period in successful prose- 
cutions of individuals who obtained or attempted to obtain student aid funds through fraudulent 
means. 

Student Impostor James Arthur Hogue was sentenced on New Jersey State char- 

Sentenced to 9 Months ges to nine months in jail and five years probation and ordered 
in Prison to I^Y $21,124 in restitution and serve 100 hours of communi- 

ty service, for posing as a Princeton University student from 
September 1989 to February 1991 using the alias Alexi Indris 
Santana. Hogue also used a false Social Security number and 
date of birth to fraudulently obtain $40,620 in student financial 
assistance, $18,220 of which was federally funded. 

Hogue' s true identity came to light at a track meet at Yale 
University when a member of Yale's track team recognized 
Hogue as the man who masqueraded as a high school student 
in Palo Alto, California, under the name Jay Mitchell Hunts- 
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Bank Treasurer! CFO 
Sentenced for 
Misapplication of 
Bank Funds; Agrees 
to Cooperate in 
Investigation 



man. Further investigation revealed that Hogue had an out- 
standing criminal warrant for parole violations in Utah, where 
he served time for criminal possession of stolen property. 



Former IRS Employee 
Sentenced for Mail 
Fraud and False 
Statements 



James Nash was sentenced in the Eastern District of Pennsyl- 
vania to three years probation and six months home confine- 
ment, and was ordered to pay a $150 special assessment. Nash 
was also ordered to make full restitution of all fraudulently 
obtained Federal and non-Federal aid within the three-year pro- 
bationary period. 

Nash, a former IRS employee, previously pled guilty to two 
counts of mail fraud and one count of making a false statement 
in connection with obtaining $24,595 in financial aid to finance 
his daughter's education at Temple University in Philadelphia. 
This investigation was worked jointly with the Postal Inspec- 
tion Service. 



Previous Student Loan 
Defaulter Indicted on 
Charges of Fraudu- 
lently Obtaining 
Additional Loans 



A Federal grand jury in the Southern District of California in- 
dicted Steven A. Wilson of four counts of SFA fraud, three 
counts of false statements, and one count of Social Security 
number fraud. 

A joint ED/OIG-Department of Health and Human Services/ 
OIG-California Student Aid Commission investigation found 
evidence that Wilson used a false name and Social Security 
number to obtain $24,580 in SFA after previously defaulting 
on $13,500 in student loans. Wilson is currently incarcerated 
on State charges for making false financial statements, fraudu- 
lent use of a credit card, grand theft, grand theft auto, burg- 
lary, and non-sufficient funds. 



Individual Pleads 
Guilty to Fraud 
Scheme 



Mary T. Shakun pled guilty to two counts of mail fraud in the 
Southern District of New York as the result of an information 
charging her v/ith two counts of mail fraud and two counts of 
SFA fraud. Shakun admitted in a plea agreement that she sub- 
mitted nine Stafford and PLUS loan applications as part of a 
scheme to defraud the U.S. Department of Education. 

A joint OIG/Postal Inspection Service investigation found evi- 
dence that Shakun attempted to obtain $44,075 in SFA by fal- 
sifying the school portion of 1 1 Stafford and PLUS applications 
to attend the University of St. Andrews, St. Andrews, Fife, 
Scotland. In furtherance of her scheme, Shakun used several 
aliases and invalid Social Security numbers; represented herself 
as a U.S. citizen; and forged the signatures of school officials 
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to reflect enrollment and attendance. Shalom's scheme netted 
her $20,575. 



2. Fraud Rings 

During this Semiannual reporting period, the OIG has conducted several investigations into the 
activities of various fraud rings across the nation. The following investigations have resulted 
in the prosecution of groups of individuals who participated in schemes to defraud the Depart- 
ment's student aid programs. 



11 Charged with 
Conspiring to Defraud 
the SLS Program 



40 Charged with 
Conspiracy to Submit 
Fraudulent Stafford 
Loan Applications 



A Federal grand jury in the Southern District of Texas indicted 
11 individuals on SFA fraud and general principals charges for 
conspiring to defraud the SLS program of $280,000. An 
additional 30 individuals have entered into a pre-trial diversion 
agreement or have made other arrangements to repay the loans 
illegally obtained. 

An OIG investigation identified Velia Avila, Claudia Fabre and 
Virginia Valdez, former student financial aid employees at the 
Bryman campus, National Education Center, Houston, Texas, 
along with others named in the indictment, as having recruited 
individuals to submit 70 fraudulent applications for SLS loans 
to the now failed University Savings bank. 

A joint OIG/FBI investigation, based on information received 
from Johnson C. Smith University, Charlotte, North Carolina, 
resulted in 40 individuals being charged in the Western District 
of North Carolina with conspiracy to submit fraudulent appli- 
cations in order to obtain Stafford loans. The alleged fraud in- 
volved 163 applications and the payment of over $515,718 to 
ineligible recipients. 

An OIG investigation found evidence that two employees in the 
university's financial aid office conspired with 38 relatives, 
friends and acquaintances to defraud the Stafford Loan pro- 
gram. In furtherance of this conspiracy, the employees 
allegedly prepared, certified and submitted loan applications 
containing information that was materially false. 



11 Are Sentenced in 
PLUS Loan Fraud 



Eleven individuals were sentenced in the Northern District of 
Louisiana, Shreveport, Louisiana, after pleading guilty to bills 
of information charging mail fraud, SFA fraud, ana use of a 
false Social Security number. Deon D. Nelson, leader of the 
fraud ring, was sentenced to 3 years and 10 months in prison 
and was ordered to make restitution of $328,000. Five of the 
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10 Sentenced in 
Detroit PLUS Loan 
Fraud Scheme 



remaining 10 individuals were sentenced 10 prison terms rang- 
ing from 4 to 10 months and to make restitution of amounts 
ranging from $8,000 to $68,000. The other five individuals 
were each sentenced to serve three years probation and were 
ordered to pay restitution of from $1,040 to $8,000. 

Our investigation disclosed a scheme in which 200 applications 
were submitted to banks participating in the Department's stu- 
dent loan programs. The applications contained false informa- 
tion such as false Social Security numbers of "students" and 
"borrowers, M false driver's licenses, false dates of birth and 
false references, and on all the applications, the signatures of 
the school officials were forged. 

Of the 200 applications submitted, 118 were rejected by either 
schools, lenders or guaranty agencies, based on information 
provided by OIG investigators. This cooperative effort pre- 
vented the disbursement of some $457,840. 

Our investigation of a PLUS loan fraud scheme in Detroit, Mi- 
chigan, resulted in the sentencing of 10 individuals in the East- 
ern District of Michigan. 

Glen Dixon and Sean Welch, who devised the scheme, each 
pled guilty to one count of conspiracy after being charged with 
SFA fraud, mail fraud, and conspiracy to commit fraud in con- 
nection with the scheme, which resulted in the submission of 
75 PLUS applications totaling $142,000. Dixon was sentenced 
to serve four years probation and eight months home detention, 
and was ordered to pay restitution in the amount of $8,760 and 
pay a $50 special assessment. Welch was sentenced to serve 
three years probation and 180 days home detention, and was 
ordered to pay $4,000 in restitution and a $50 special assess- 
ment. 

Sandra Miller, who was recruited by Dixon and Welch, was 
sentenced to two years in prison and three years supervised re- 
lease, and was ordered to pay $83,968 in restitution and a $50 
special assessment. Miller' role was to help Dixon and Welch 
solicit others to accept PLUS checks; Dixon and Miller would 
later receive $1,000 from each check generated. 

The following individuals were also sentenced for their partici- 
pation in the Detroit PLUS loan fraud ring: 

o Marcel Miller, a former Detroit police officer, was sen- 
tenced to 15 months in prison and 3 years of supervised re- 
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lease, and was ordered to pay $48,000 in restitution, to be 
paid jointly and severally with co-defendants, and a $50 
special assessment. 

o Elbert Embry, a former Detroit police officer, was sen- 
tenced to 14 months in prison and 2 years supervised re- 
lease, and was ordered to pay $44,000 in restitution, to be 
paid jointly and severally with co-defendants, and a special 
assessment of $50. 

o Marion Snedacar was sentenced to four years probation 
and was ordered to pay $7,760 in restitution and a $50 
special assessment. Snedacar was also ordered to serve 
120 days of home confinement. 

o Shawn Green was sentenced to three years probation and 
was ordered to pay restitution of $4,000 and a $50 special 
assessment. Green was also ordered to serve 180 days of 
home confinement. 

o Betty Dixon was sentenced to four months in prison and 
three years of supervised release, and was ordered to pay 
$8,000 in restitution and a $50 special assessment. Dixon 
was also ordered to serve 150 days of home detention. 

o Linda Strother was sentenced to four months in prison and 
four months of supervised release, and was ordered to pay 
$4,000 in restitution and $50 special assessment and to 
serve 150 days of home confinement. 

o Warren Miller was entered into a pre-trial diversion pro- 
gram for 18 months and was ordered to pay $3,880 in res- 
titution and perform 120 hours of community service. 



20 Indicted in "Fool's A joint OIG effort with the FBI and U.S. Attorney's office in 

Gold Project" the District of Montana has resulted in the indictment of 20 in- 

dividuals on charges of SFA fraud. 

The Tool's Gold Project, H as the effort came to be known, 
used a computer tape dump, which cross-referenced the names 
of persons who had defaulted on student loans with the names 
of current recipients of Federal student aid funds at Montana's 
colleges, universities, and vocational technical schools. The 
original computer list generated more than 800 names of indi- 
viduals who may be suspected of applying for and receiving 
SFA funds for which they were ineligible because of prior de- 
faults. 
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Chapter m 

SIGNIFICANT MANAGEMENT PROBLEMS 
AND HIGH RISK AREAS 



A. INTRODUCTION 

In our last Semiannual Report (Semiannual Report to Congress No. 25 , page 32) we highlighted 
progress made in 7 of what our previous Semiannual Report had identified as the 10 most sig- 
nificant problem areas in the Department, This period, we have noted further improvements in 
each of these areas, as well as progress in the remaining 3 of the 10 original problem areas 
identified in Semiannual Report No. 24. A discussion of major results in those areas follows. 



B. ISSUES 



THE ACCREDITING AGENCY RECOGNITION PROCESS DOES NOT 
SERVE AS AN EFFECTIVE CONTROL IN DETERMINING 
THE RELIABILITY OF AGENCIES THAT ACCREDIT 
NUMEROUS PROBLEM SCHOOLS 

(Semiannual Report No, 24, pages 2-9) 



PREVIOUS FINDINGS We found that ED's process for determining which accrediting 

AND agencies would be recognized by the Secretary relied primarily 

RECOMMENDATIONS on the representations of the accrediting agencies themselves— 

i.e., the information provided to the National Advisory Com- 
mittee on Accreditation and Institutional Eligibility (NAC). The 
NAC advises the Secretary which agencies should be listed as 
a nationally recognized accrediting agency. 

We made a number of recommendations for enlarging the sour- 
ces of information that could be drawn upon by NAC in form- 
ing their conclusions and recommendations. 

New regulations are being prepared to comply with the re- 
quirements of the Higher Education Amendments of 1992 to 
include more specific standards for measuring the quality of 
education offered by the schools that agencies accredit. More- 
over, there has been a restructuring of the accrediting agency 
review process, focusing on the monitoring of problem schools 
and how accrediting agencies deal with these schools. 



PROGRESS THIS 
PERIOD 
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THE INSTITUTIONAL ELIGIBILITY PROCESS DOBS NOT PROVIDE 
ADEQUATE ASSURANCE THAT ONLY ELIGIBLE SCHOOLS 
PARTICIPATE IN THE TITW^ 

(Semiannual Refxtft page;32) 



PREVIOUS FINDINGS We found that ED's process for determining postsecondary in- 

A^VX> stitutions' eligibility for participation in the Title IV programs 

RECOMMENDATIONS did not assure that only eligible schools participated in the pro- 

grams. Our review disclosed that there was no standard level 
of quality that institutions had to meet in order to be eligible 
for participation. We also identified weaknesses in the Depart- 
ment's screening process that had enabled several schools that 
lacked the proper license or accreditation to be determined eli- 
gible to participate in the programs. 

We made a number of recommendations, including proposals 
for legislative initiatives, to address the deficiencies identified 
in our report. Upon subsequent review, we found that ED had 
not included amendments to address many of our recommenda- 
tions in its Higher Education Act reauthorization proposal. At 
the urging of the Inspector General, the Higher Education Am- 
endments of 1992 (HEA Amendments) included many of the 
provisions we had recommended. 

PROGRESS THIS As a Total Quality Initiative, the Department has established 

PERIOD "Policy Groups" composed of representatives from the various 

principal offices !j expedite the development and publication 
of regulations to implement the changes in the HEA. As re- 
quired by the HEA Amendments, the regulations proposed by 
the Department are subject to negotiated rulemaking with rep- 
resentatives from the public. 

The revised draft institutional eligibility regulations were pre- 
sented to the public in the negotiated rulemaking process in the 
first weeks of January and February 1993. The Department is 
in the process of incorporating the public's comments and pre- 
paring a Notice of Proposed Rulemaking for publication. The 
amended regulations should strengthen and improve the Depart- 
ment's institutional eligibility process. 

OIG ACTIVITIES OIG representatives have been actively involved in the Depart- 

mental policy groups drafting the HEA regulations this period. 
The OIG has also established a task group to revise the insti- 
tutional audit guide to include steps to evaluate the new institu- 
tional eligibility requirements. 



THE ADMINISTRATIVE AND FINANCIAL CERTIFICATION 
PROCESSES ARE NOT ADEQUATE TO PROTECT 
STUDENTS AND THE GOVERNMENT 

(Semiannual Report No. 25, page 33) 



PREVIOUS FINDINGS Our audits found specific problems in each stage of the certi- 

ficalion process, and concluded that both the administrative and 
RECOMMENDATIONS financial components of the process were inadequate to prevent 

weak institutions from participating in the SFA programs. As 
a result, the Federal investment in the programs— and, by ex- 
tension, the students they serve— were found to be at risk. We 
recommended that several steps be taken to correct the prob- 
lems identified. 

In our last Semiannual Report, we noted that the Department's 
progress on some of these recommendations was not complete- 
ly satisfactory, and that program officials had indicated their 
disagreement with others. 

The Departmental Policy Group that was established to revise 
the administrative capabilities and financial responsibilities reg- 
ulations to implement the changes in the HEA Amendments 
completed the drafts. The proposed regulations would provide 
the Department with additional authority to protect the Federal 
investment through sureties and other qualitative measures and 
ultimately prevent inadequate and weak schools from partici- 
pating in the SFA programs. 

OIG ACTIVITIES OIG was actively involved in the drafting of the proposed ad- 

ministrative capabilities and financial responsibility regulations, 
which will be subject to negotiated rulemaking in the coming 
months. 



IMPROVEMENT IS NEEDED IN MANAGING, 
MONITORING, AND ACCOUNTING FOR THE 
FFELP IGSL] PROGRAMS PORTFOLIO 

(Semiannual Report No. 25, page 34) 



PROGRESS THIS 
PERIOD 



PREVIOUS FINDINGS In a series of management improvement reports issued in Feb- 

AND ruary 1990, we made recommendations for improving the De- 

RECOMMENDATIONS partment's management and oversight of the FFELP programs. 



Our reports identified weaknesses in such areas as interest and 
special allowance billings, audits of third-party loan servicers 
for compliance with regulations, guaranty agency and lender 
reviews. We also recommended that ED establish a system of 
oversight of all secondary markets participating in the FFELP 
programs. 

In March, June and August of 1992, we issued three additional 
MIRs addressing weaknesses in the Department's control over 
the FFELP portfolio. (See Semiannual Report No. 24, page 12 
and Semiannual Report No. 25, page 3.) We recommended in- 
corporation of stricter standards in those regulations that permit 
lenders to "cure" loans of past due diligence violations; stricter 
standards for the granting of forbearances; and establishment 
of controls over loan servicers. 

In our last Semiannual Report, we reported that the HEA Am- 
endments enacted in July 1992 require annual compliance au- 
dits of third-party servicers, lenders, and secondary markets, 
as well as annual compliance and financial audits of schools 
and guaranty agencies. 

PROGRESS THIS As a Total Quality Initiative, the Department has established 

PERIOD "Policy Groups" composed of representatives from the various 

principal offices to expedite the development and publication 
of regulations to implement the changes in the HEA Amend- 
ments. Various draft regulatory packages have been completed 
that are, or have been, subject to negotiated rulemaking with 
representatives from the public. This process is ongoing. 

OIG ACTIVITIES This period we issued a management improvement report (MIR 

93-02; March 15, 1993) that identified conflicts of interest 
between guaranty agencies and affiliated organizations that they 
are required to monitor. (See Chapter I, "Audit and Inspection 
Activities and Accomplishments"). We recommended that the 
Department amend its regulations, or, if necessary, seek legis- 
lative change to prohibit conflicts of interest between guaranty 
agencies or their officers and employees, and affiliated entities 
participating in the Federal Family Education Loan Program. 

OIG representatives have been actively involved in the Depart- 
mental task forces drafting the HEA regulations this period. 
The OIG has also established task forces to draft audit guides 
for guidance to non-Federal auditors for the conduct of audits 
of guaranty agencies, lenders and third-party servicers. 
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DEVELOPMENT AND IMPLEMENTATION OF THE 
NATIONAL STUDENT LOAN DATA SYSTEM 
NEEDS TO BE EXPEDITED 

(Semiannual Report No* 25, page 35) 



PREVIOUS FINDINGS 
AND 

RECOMMENDATIONS 



In our last Semiannual Report, we reported that the Depart- 
ment issued a Request for Proposal for a contract to design, 
develop, and operate the NSLDS in which we concurred. Also, 
in response to a MIR issued in March 1992 (see Semiannual 
Report No. 24, page 14), the Department took swift action and 
implemented a significant screening-process change that should 
prevent hundreds of millions of dollars in SFA from being au- 
thorized for defaulters. 



The need for the system known as the National Student Loan 
Data System (NSLDS) was identified in several OIG and Gen- 
eral Accounting Office (GAO) reports, and the Department has 
recognized its worth as an enforcement and monitoring tool. 



PROGRESS THIS This period, the Department awarded a $38 million contract for 

PERIOD the design, development and implementation of the NSLDS to 

E-Systems of Greenville, Texas. The Department now ac- 
knowledges that its goal of December 1993 for implementation 
of the NSLDS is not feasible. A new implementation date will 
be established when the detailed system design is completed. 



ATTENTION IS NEEDED TO IMPROVE THE DEPARTMENTS 
FINANCIAL MANAGEMENT SYSTEMS 

(Semiannual Report No* 25, page 35) 



PREVIOUS FINDINGS 
AND 

RECOMMENDATIONS 



PROGRESS THIS 
PERIOD 



In its Federal Managers' Financial Integrity Act (FMFIA) 
report for FY 1992, the Department acknowledged that ED's 
general ledger could not be used to produce accurate and audit- 
able financial statements. We made many recommendations 
for improvement of the financial management system. In our 
last Semiannual Report, we indicated that ED officials had re- 
sponded favorably to our recommendations and was in the pro- 
cess of implementing corrective actions. 

The Department is continuing its project to redesign the core 
financial systems. The Department estimates this project will 
be completed in FY 1995. Data cleanup projects for both the 
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FFELP and the Facilities Loan Program (FLP) have been com- 
pleted with reconciliations of FY 1992 transactions. The De- 
partment has prepared financial statements for the two pro- 
grams as required by the Chief Financial Officers Act of 1990, 
Management has also initiated other projects to improve finan- 
cial management. These projects include a review of cash 
management and accounts receivable and the development of 
a comprehensive training plan to provide employees with the 
knowledge and skills necessary to fulfill their financial manage- 
ment responsibilities. 



OIG ACTIVITIES This period, OIG staff participated in the Department's cash 

management/accounts receivable project by reviewing the Of- 
fice of Postsecondary Education's accounts receivable proce- 
dures. Our results, including recommendations, were provided 
to management personnel responsible for coordinating the acti- 
vities with other project teams. This project will provide rec- 
ommendations for improving cash management and accounts 
receivable procedures for inclusion in a comprehensive Depart- 
mental directive. 

The OIG continues to participate with the GAO in the audit of 
the Federal Family Education Loan Program. On March 16, 
1993, the GAO issued its Internal Control Report which cited 
the need for more effective oversight of guaranty agencies and 
lenders and the need for more reliable and timely data for use 
in estimating the future costs of outstanding guaranteed loans. 
The GAO expects to issue an opinion on the FFELP FY 1992 
financial statements by June 30, 1993. 

The OIG has contracted with an independent public accounting 
firm to audit the FY 1992 financial statements of the FLP. We 
expect the statements to be issued to OMB during the next 
Semiannual reporting period. 
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THE DEPARTMENT NEEDS TO DEVELOP A STRATEGY 
TO ADDRESS SERIOUS DEFICIENCIES IN THE 
MONITORING OF BILLIONS OF DOLLARS OF 
FINANCIAL ASSISTANCE IN FORMULA 
AND DISCRETIONARY GRANTS 

(Semiannual Report No. 25, page 36) 



PREVIOUS FINDINGS Our previous reviews disclosed that an overall strategy and 

AND procedures for monitoring formula and discretionary grants are 

RECOMMENDATIONS lacking. We also found that various problems existed in the 

processes used by the different program offices. Compliance 
and performance monitoring had been identified as a material 
weakness, and plans for improvements were being (and contin- 
ue to be) tracked under the FMFIA reporting process. 

To address monitoring as an at-risk management area, the De- 
partment's Management Audit Committee chartered the Moni- 
toring and Performance Measures Team (see Semiannual Re- 
port No. 24, page 18). The team has been addressing the prob- 
lems of both compliance and performance monitoring, includ- 
ing work on performance measures for ED programs and the 
development of a Departmental directive for monitoring dis- 
cretionary grants. 

Last period, the team selected the Eisenhower Mathematics and 
Science Education Program as its pilot program (see Semian- 
nual Report No. 25, page 38). Also during the last Semiannual 
reporting period, we issued a management improvement report 
(see Semiannual Report No. 25, pages 13-14) recommending, 
in part, strengthening on-site monitoring for this program. 

PROGRESS THIS Departmental staff from the Grants and Contracts Service are 

PERIOD circulating a revised draft directive on monitoring discretionary 

grants. The development of procedures for monitoring formula 

grant programs will follow, 

OIG ACTIVITIES The Monitoring and Performance Measures Team met in April 

1993 to develop a strategic plan for improving monitoring and 
developing performance indicators. OIG staff will continue to 
work closely with the team to ensure these efforts will serve to 
speed resolution of the monitoring issue, and that final ED 
monitoring standards and procedures will strengthen grant in- 
tegrity and effectiveness. 



This period, the OIG issued an audit report (ACN 11-20202; 
March 17, 1993) on the Impact Aid Program. (See Chapter I, 
"Audit and Inspection Activities and Accomplishments.") The 
report indicates that program management could save $3.8 mil- 
lion in adjustments each year if site reviews were concentrated 
on the larger program recipients. The report also indicated 
that, partially because of untimely site report processing, the 
Department loses $582,000 a year. 

We recommended that IAP managers assess overpayments dur- 
ing the period these overpayments are outstanding, and that 
they conduct more site reviews on the larger program recipi- 
ents. 



VALID INFORMATION REGARDING PROGRAM PERFORMANCE 
IS NEEDED TO ASSURE THAT ED PROGRAMS 
ARE MEETING THEIR INTENDED 
GOALS AND OBJECTIVES 
(Semiannual Report No. 25, page 37) 



During the last Semiannual reporting period, we issued a man- 
agement improvement report that, in part, discussed the need 
for performance measures in the Eisenhower Mathematics and 
Science Education program. (See Semiannual Report No. 25, 
pages 13-14.) We recommended corrective actions aimed at 
strengthening the Department's ability to improve the pro- 
gram's effectiveness in meeting its legislative objectives. 

The Department has entered into a contractual arrangement 
with the National Academy of Public Administration to assist 
with the development of performance indicators. The contrac- 
tor is working on five programs on a pilot basis. In addition, 
the contractor will also develop a "Guidebook on Developing 
and Using Performance Indicators" for distribution to all ED 
staff to use in identifying and using indicators in other pro- 
grams. Draft indicators for one program are now under re- 
view by Department personnel. 

OIG staff planned to participate in an April 1993 planning 
meeting to address the development of performance indicators. 

This period, the OIG issued a management improvement report 
(MIR 93-03; March 12, 1993) indicating ihat for many students 
enrolled in vocational training programs, the current system 
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affords little assurance that the training provided will help them 
obtain gainful employment. (See Chapter I, "Audit and In- 
spection Activities and Accomplishments. ") We recommended 
that the Department convene an interagency task force to study 
different funding approaches for vocational training programs, 
and that the study consider labor market needs and the success 
rate of schools in placing graduates. 



the departments AUDIT resolution process is 

INADEQUATE TO ASSURE THAT MISSPENT FUNDS 
ARE IDENTIFIED AND RECOVERED AND THAT 
CORRECTIVE ACTIONS HAVE BEEN 
COMPLETED BYAUDITEES 

(Semiannual Report No. 24, page 19) 



We have issued two audit reports— one in September 1989 and 
one in February 1992— that evaluated compliance with OMB 
Circular A-50, "Audit Follow-up." In both of these reports, 
we concluded that controls over the audit resolution process 
were inadequate to assure that misspent funds were identified 
and recovered and that auditees completed the promised correc- 
tive actions. In both audits, we reported that the Department 
did not verify that millions of dollars had been collected. In 
the 1992 report, we found that control weaknesses had allowed 
schools to continue to receive funds even though they failed to 
submit required audit reports to account for the use of the 
funds. 

On the September 1989 report, the Department continues to 
work with a contractor to develop an "Internal Audit Module" 
that will enable the production of the biweekly reports, forms 
and "tickler system" recommended in our report. The target 
date for completion has been extended until December 1993. 

With regard to the February 1992 audit report, the Department 
has reported corrective actions including notifying institutions 
when audits are overdue, and developing procedures to address 
the institution's response, including fines and termination ac- 
tions. 

ACTIVITIES We issued an audit report (ACN 1 1-20015; December 1, 1 992) 

on OPE's Lender and State Agency Review Branch this period. 
(See Chapter I, "Audit and Inspection Activities and Accom- 
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plishments"). Our review disclosed that there is lack of ade- 
quate controls to assure that auditees corrected the deficiencies 
identified during audits and paid audit-related accounts receiv- 
able. As a result, LS ARB did not know that guaranty agencies 
had failed to pay ED almost $1 million in disallowed costs that 
the agencies were to return through on-site adjustments or off- 
sets against future claims. We also found that LSARB lacked 
adequate controls to assure that each guaranty agency perform 
required biennial program reviews at a total of 46 lenders and 
institutions during the 1989-1990 review period. 



FAILURE TO SYSTEMATICALLY CLOSE OUT GRANTS 
[AND CONTRACTS] HAS LEFT HUNDREDS OF MILLIONS OF 
DOLLARS IN UNEXPENDED GRANT FUND BALANCES 
VULNERABLE TO INAPPROPRIATE DRAWS 

(Semiannual Report No. 24^ $age 21) 



PREVIOUS FINDINGS 
AND 

RECOMMENDATIONS 



The Department awards about $1.5 billion in discretionary 
grants, over $10 billion in formula grants, and $230 million in 
contracts each year. Our audit on the financial and administra- 
tive considerations in closing out expired grants found specific, 
long-standing significant problems. We recommended that the 
Department review and deobligate $296 million in unexpended 
grant fund balances. 



PROGRESS THIS 
PERIOD 



The Department is still in the process of closing out expired 
grants. Additionally, the Department has begun the process of 
reviewing expired contracts with significant fund balances in 
the Primary Accounting System. As of September 1992, this 
fund balance was $7.5 million. 



OIG ACTIVITIES 



This period, we issued an audit report (ACN 11-00333; March 
17, 1993) recommending that the Department revise the ED 
Acquisition Bulletin or the Departmental directive on contracts 
to designate the specific time frames that the Grants and Con- 
tracts Service and other Departmental personnel involved in 
closing contracts must meet, and to require the Department to 
review the unexpended fund balance. (See Chapter I, H Audit 
and Inspection Activities and Accomplishments. H ) GCS has 
agreed to prepare a time schedule to complete the closure of 
the remaining 563 expired contracts. 
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Chapter IV 



LEGISLATIVE AND 
REGULATORY ACTIVITIES 



A. INTRODUCTION 

The Inspector General Act of 1978 requires Inspectors General to review existing and proposed 
legislation and regulations in order to determine their impact on the economy and efficiency of 
Departmental programs and operations, as well as on the prevention and detection of fraud and 
abuse in these programs and operations. The Act requires further that the Inspector General 
make recommendations to the Department and the Congress regarding improvements needed in 
Departmental regulations and laws. 

B. HIGHER EDUCATION REGULATIONS 

During the past six-month period, OIG staff have worked with several Department-wide policy 
groups in the development of regulations to implement the Higher Education Amendments of 
1992. The specific responsibility of our Office has been to monitor the development of provi- 
sions that address recommendations of the Inspector General and to otherwise protect the integ- 
rity and promote the effectiveness of Federal education programs. 

In developing these regulations, the Department is statutorily required to negotiate, with inter- 
ested parties in the higher education and financial communities, many important student aid and 
institutional eligibility provisions of the new law. While our office is not specifically repre- 
sented at the negotiation table, OIG staff have attended the negotiation sessions and advised the 
Department's representatives on a variety of issues. 

The OIG has been particularly interested in this process be- 
cause many of the provisions being negotiated address subjects 
of lengthy audit activity and resulting legislative recommenda- 
tions. A major portion of our work to strengthen the integrity 
of the Federal student aid programs will have been for naught 
if these regulations are not appropriately formulated. These 
important provisions include: 

o Protections against losses due to the financial weakness and 
irresponsibility of schools (such as requiring weak schools 
to provide financial guarantees to cover institutional liabili- 
ties); 

o Establishing a new State oversight function for the review 
of "high risk" schools participating in Title IV programs; 



OIG Efforts Aimed at 
Ensuring Appropriate 
Formulation of OIG- 
Recommended 
Provisions 
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o Strengthening the role of accrediting agencies in determin- 
ing institutional eligibility; 

o Preventing program abuse by correspondence schools; 

o Strengthening the Title IV criminal penalty requirements; 
and 

o Prohibiting schools from using commissioned recruitment 
and enrollment personnel. 

By the end of this reporting period, the Department had pub- 
lished six of the HEA reauthorization regulations. While none 
of these was from the group of negotiated regulations, one of 
the six was of particular interest in that it was illustrative of an 
increasing focus on performance outcomes throughout federally 
funded programs. 

Proposed regulations for Title III, Part B, which authorizes 
formula grant programs for strengthening Historically Black 
Colleges and Universities, were published in February. When 
published in final form, these regulations will require partici- 
pating colleges to assess their strengths and weaknesses, set 
goals and measurable objectives for themselves, and report on 
their performance in terms of those goals and objectives. 

We hope that these provisions, and similar ones that we are working to incorporate in other re- 
authorization regulations, will assist the Department in its efforts to determine and promote the 
effectiveness of Federal education programs. One of the highest priorities of our office in the 
coming months and years will be to ensure that measurable indicators of success are established 
for all of the programs administered by the Department, and that grantees and other program 
participants are held accountable for meeting these standards. 

C. REAUTHORIZATION OF THE ELEMENTARY AND SECONDARY 
EDUCATION ACT OF 1965 

Our Office continues to review Departmental actions in developing proposals for reauthorization 
of the Elementary and Secondary Education Act of 1965 (ESEA), which expires on September 
30, 1993. During this process, we have offered recommendations in several areas, including 
Indian and Migrant education. 

The OIG believes that reauthorization provides the opportunity for changing the fragmented ap- 
proach that has been taken with small categorical grants, and thus to reduce duplication of effort 
and the amounts spent on administration. We believe, moreover, that Departmental reauthori- 
zation proposals should address the lack of measurable performance standards in current law. 



Proposed Regulations 
Reflect Increased 
Focus on Performance 
Outcomes in Federal 
Programs 



Without these standards, program outcomes cannot be measured and program efficiency and 
effectiveness cannot be assessed. 



Among the ESEA reauthorization proposals being considered 
by ED is one that would provide rewards to State and local 
agencies for superior performance. Whereas current statutes 
appear to provide added assistance only for grantees whose 
performance needs improvement, we believe that the concept 
of rewarding superior performance warrants consideration. 

Throughout its deliberations on ESEA reauthorization, ED has 
focused on the idea of providing waivers of Federal regulatory 
requirements for grantees with proven high performance. 
While we agree with this concept, we are concerned that, ab- 
sent specific quantifiable performance goals, it will be difficult 
to determine when or if a grantee has achieved superior per- 
formance levels. 



D. CONGRESSIONAL/ TESTIMONY 

This period, at the request of the House Subcommittee on Labor, Health and Human Services, 
Education, and Related Agencies, Committee on Appropriations, we presented testimony on the 
topic, "Material Weaknesses in Education Department Programs and Operations." 

Specific Deficiencies Our testimony included discussions of what we view as weak- 

in ED Programs and nesses that: 1) prevent the effective execution of ED's mis- 

Operations Outlined sion; 2) are caused by the design of ED programs; and 3) are 

related to Departmental systems for overseeing ED programs. 
Such specific deficiencies as fragmentation of ED program au- 
thority, inadequate or non-existent financial management and 
monitoring systems, and weaknesses in ED audit resolution and 
follow-up systems were explained in detail to Subcommittee 
members. 



Proposals Consider 
Rewards, Waivers for 
Superior Performance 
by States and Locals 
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Chapter V 
NON-FEDERAL AUDIT ACTIVITIES 



A. INTRODUCTION 

In addition to the work conducted by the OIG, audits of ED programs are performed by State 
and local governmental auditors and by independent public accountants (IP A). OMB Circular 
A-128, "Audits of State and Local Governments," and Circular A-133, "Audits of Institutions 
of Higher Education and Other Non-Profit Institutions," set forth the requirements governing 
audits of those entities. Postsecondary institutions that receive SFA funds, and are not subject 
to the audit requirements of either of these circulars must have an audit conducted in accordance 
with the Department's audit guide, "Audits of Student Financial Assistance Programs" (SFA 
Audit Guide). 

As a result of the Higher Education Amendments of 1992, significant changes have been made 
in the audit requirements for those entities required to have an audit conducted in accordance 
with the Department's SFA Audit Guide. The legislation passed by the Congress requires annual 
audits of all institutions receiving student financial assistance, establishes annual audit require- 
ments for guaranty agencies, and establishes new annual audit requirements for lenders, secon- 
dary markets and servicers. The result of these legislative changes will be a vastly increased 
workload for the OIG in the non-Federal area. 

The OIG is responsible for assuring that work performed by non-Federal auditors complies with 
the standards established by the Comptroller General. To accomplish this, we conduct desk 
reviews of non-Federal audit reports and, on a sample basis, conduct quality control reviews 
(QCRs) of the supporting audit work. Reports can be selected for QCR either randomly or on 
a judgmental basis if deficiencies are suspected. We also participate in QCRs led by other 
cognizant agencies on certain Statewide single audit reports. In addition, the OIG works with 
recipient organizations and auditors to assure that audit requirements are met and with Depart- 
ment officials to assure the timely resolution of audit findings. 

B. STATISTICS 

During this period, we issued 1,016 single audit reports prepared by non-Federal auditors in 
accordance with OMB Circular A-128. For 25 of these single audit reports, the Department is 
the cognizant agency; that is, the agency responsible for overseeing the implementation of the 
requirements of the Single Audit Act. For 854 of the reports, the Department has the lesser 
responsibility of general oversight. General oversight responsibility usually consists of working 
through direct recipients to assure that subrecipients meet their audit requirements, and providing 
technical assistance when requested. The remaining 137 reports are from entities for which 
other Federal agencies have cognizance or general oversight responsibility. 
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In addition, we issued 1,459 SFA audits prepared in accordance with the SFA Audit Guide and 
561 prepared in accordance with Circulars A-133 or A-110. Finally, we issued 28 other non- 
Federal audit reports. 

QUALITY OF NON-FEDERAL AUDITS 

The results of our quality control reviews of audits are summarized by audit and preparer type 
in the chart on the following page. 

This period, 42 percent of non-single audits prepared by independent public accountants and 
subjected to QCRs required major changes or were significantly inadequate. Of the audits 
judgmentally selected, 43 percent required major changes or were significantly inadequate this 
period. Thirty-six percent of the randomly selected audits required major changes or were sig- 
nificantly inadequate. 

These statistics represent an improvement over the statistics reported in our last Semiannual 
Report (see Semiannual Report No. 25, page 45) and, we hope, reflect our continued efforts to 
improve the quality of non-Fede il audits. Despite this improvement, the area of audit quality 
remains a major concern. 

D. NON-FEDERAL INITIATIVES 

During the reporting period, we have been engaged in a number of initiatives which we expect 
will have a positive impact in the Non-Federal area. These include projects undertaken on 
behalf of the Standards Subcommittee of the President's Council on Integrity and Efficiency 
(PCIE), as well as ED/OIG initiatives. 



1. PCIE Projects 

The following projects were initiated under the auspices of the Standards Subcommittee. ED/ 
OIG staff had the lead on the projects described below. 



Draft Report Issued: 
"Improving the Single 
Audit Process" 



A draft of a report, "Improving the Single Audit Process," was 
issued by the Standards Subcommittee this period. The report 
contains 70 recommendations, which resulted from the PCIE 
study of the implementation of the Single Audit Act begun dur- 
ing prior reporting periods. ED/OIG staff have been reviewing 
comments on the draft report submitted by over 100 individuals 
and organizations. Commentors on the draft report have con- 
sistently praised the comprehensiveness of the study. The final 
report is expected to be issued before the end of FY 1993. 



"Program Audit Guide The PCIE publication, "Program Audit Guide Survey," is be- 

Survey" Under Revision ing revised to include audit guidance developed since its pub- 
lication in October 1991. The final product is expected to be 
issued in June 1993. 
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2. ED/OIG Initiatives 



ED/OIG initiatives during this period included establishing audit guidance teams charged with 
developing the audit guides required by the HEA Amendments. That legislation, as described 
earlier in this chapter, established new annual audit requirements for lenders, secondary markets 
and servicer^. The legislation also established annual audit requirements for guaranty agencies. 
Two teams will be developing audit guidance for audits of lenders; servicers of lenders; guaranty 
agencies; and servicers of guaranty agencies. 

In addition to the new audit requirements listed above, the HEA Amendments established new- 
requirements for those entities required to have an audit conducted in accordance with the De- 
partment's SFA Audit Guide. Those entities are now required to have an annual financial and 
compliance audit. A third team will revise the SFA Audit Guide and develop audit guidance for 
servicers of institutions subject to that audit requirement. Draft guidance is expected to be is- 
sued in June 1993. 



The OIG refers certified public accountants for disciplinary action to State boards of accountancy 
and, when appropriate, to professional societies, for violating generally accepted government 
auditing standards. 

1. Referrals This Period 



2. Action Taken This Period on Previous OIG Referrals 

During this period, we were advised of actions taken by State boards and the AICPA on some 
of the referrals we have made. Examples of these actions are presented in the following para- 
graphs. 



E. NON-FEDERAL AUDIT REFERRALS 



5 IP As Referred to 
State licensing Boards 
for Disciplinary Action 



Since April 1, 1985, we have made 88 referrals of independent 
public accountants, including 5 this period. In four of the cur- 
rent referrals, the certified public accountant (CPA) did not 
have working papers to support the tests of compliance require- 
ments. In two of the current referrals, the CPA did not have 
adequate workpapers to support the study and evaluation of 
internal controls. One of the current referrals was made based 
on a CPA's lack of independence. 



In all five cases, we referred the individuals to their respective 
State licensing boards and to the American Institute of Certi- 
fied Public Accountants' (AICPA) Professional Ethics Division 
for disciplinary action. 
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Actions on Referrals to State Boards 



A CPA's license to practice and certificate were revoked by action of a State board. This 
action was taken because the CPA repeatedly violated the terms of disciplinary action tak- 
en against him by the State board, including a prohibition on performing all but three gov- 
ernmental audits. The CPA performed additional governmental audits. As a result of that 
action, his permit to practice public accounting was suspended for three years. The CPA 
then violated the suspension by advertising his services as a CPA, 

A CPA and his firm were fined and the CPA was required to complete additional hours 
of continuing professional education (CPE) courses. 

In a third instance, two CPAs were fined and required to complete additional hours of 
CPE, 

Actions on Referrals to the AICPA 

One CPA was suspended from membership in the AICPA for one year for failing to com- 
ply with generally accepted auditing standards and by failing to follow standards and/or 
procedures required in governmental audits. 

Another CPA was required by joint action of the AICPA and the State society to take 48 
additional hours of CPE within one year and submit to a review of a subsequent work 
product. 

In a third instance, a CPA was required by joint action of the AICPA and the State Society 
to take 80 additional hours of CPE over a two-year period and submit to reviews of sub- 
sequent work products. 
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Chapter VI 
STATISTICAL SUMMARY 



A. AUDIT ACTIVITIES 

Audit activities during this period continued to provide the Department with a program of inter- 
nal and external audit services designed to maximize opportunities for improving the economy, 
efficiency, and effectiveness of programs administered by the Department and by the recipients 
of Department funds. Our audit reports included numerous significant procedural recommenda- 
tions addressed to Department officials, grantees and other participants in delivery of Department 
programs and directed toward improving procedures with respect to the administration of pro- 
grams funded by the Department. The reports also included recommendations directed toward 
recovering Federal funds that were not expended in accordance with program requirements. 
Resolution of audit recommendations is the responsibility of Department officials. 

1. Reports Issued During the Period ✓ 

Audit reports issued this period contained significant monetary recommendations, as shown 
below. 

Monetary Findings During this six-month period, monetary findings totaled $289.4 

Total $289.4 M million. This amount was comprised of questioned costs, un- 

supported costs, and recommendations for better use of funds 
as shown in the chart below. These statistics include the re- 
sults of audits described in previous chapters of this report. 



RECOMMENDED QUESTIONED COSTS, 
UNSUPPORTED COSTS, AND RECOMMENDATIONS 
FOR BETTER USE OF FUNDS 



QUESTIONED 
COSTS 

UNSUPPORTED 
COSTS 

RECOMMENDATIONS 
FOR BETTER USE 
OF FUNDS 
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3 ,105 Audit Reports 
Issued This Period 



The 3,105 audit reports issued during this period were com- 
pleted by our own staff, or by other Federal auditors, State and 
other non-Federal governmental auditors and independent pub- 
lic accountants. The source of the audit reports issued this 
period is illustrated by the chart below. 



SOURCE OF 




AUDIT REPORTS ISSUED 




^r^T^^ # OF 

/<o:::-:::-::::-:-?\ reports 




38 


U-.-.-.::::::::-::x : : : ::::J m other gov t 


279 




2788 



Eight hundred eighty -two (882) of these reports contained find- 
ings that required action by the Department's resolution offi- 
cials. Reports prepared by OIG auditors contained $98.1 mil- 
lion in questioned costs (Q), unsupported costs (U), and recom- 
mendations that funds be put to better use (B). These amounts 
exclude preaward audits that have not been resolved. 



MONETARY FINDINGS 
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2. Audit Resolution and Recovery of Funds 

Department program officials are responsible for the resolution of findings disclosed in our 
audit reports. This section details audit resolution activities during this reporting period. Data 
for reports with monetary findings is shown in tabular form in Appendix 2. 

Audit Reports Unresolved as of October 1, 1992 

At the beginning of the reporting period, October 1 , 1992, the Department had 1 ,058 unresolved 
audit reports. An unresolved audit report is an audit report for which no management decision 
has been made on the findings and recommendations. These reports contained questioned costs 
and other recommended recoveries of $947.2 million, unsupported costs of $111.3 million, and 
recommendations for better use of funds totaling $530.4 million. . 

Audit Reports Resolved This Period 

A total of 955 audit reports were resolved during the six-month period from October 1, 1992 
through March 31, 1993, Statistics on sustainment of recommendations contained in these re- 
ports are presented in the following table. 



SUSTAINMENT RATE ON AUDIT REPORTS RESOLVED THIS PERIOD 

(Dollars in Millions) 


Audit Reports 
Prepared By 


Questioned Costs 


Unsupported Costs 


Better Use of Funds 


Recom. 


Sust. 


Rate 


Recom. 


Sust. 


Rate 


Rec. 


Sust. 


Rate 




ED/OIG Auditors 


$ 87.7 


$ 50.9 y 


58% 


$ 8.3 


$3.5^ 


42% 


$247.7 


$210.2 


85% 


Other Gov. Auditors 


3.1 


1.0 


31% 


0.8 


-0- 


6% 


-0- 


-0- 




IPAs 


351.7 


176.9 


50% 


61.7 


L2 


12% 


-0- 


-0- 




TOTAL 


$442j 


$228.8 


52% 


$70.8 


$10.7 


15% 


$247.7 


$210.2 


85% 



- Excludes questioned costs of $35.3 million and unsupported costs of $4.8 million, respectively, from one report 
in which the OIG and program management disagreed on the dollar value. The OIG believes that these amounts 
should have been sustained by program management. 



3, Recoveries This Period 

During this period, $9,4 million (including interest and penalties) was recovered as a result of 
audits resolved during this or previous periods, 

4. Audit Reports Unresolved as of March 31, 1993 

At the end of this reporting period, there were 995 reports that remained unresolved within the 
Department. These reports contain questioned costs and other recommended recoveries of 
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$585.2 million, unsupported costs of $173.3 million, and recommendations for better use of 
funds totaling $319.6 million. 

Included in the above totals are 130 audit reports over 6 months old, with questioned or unsup- 
ported costs of $515.3 million and $295.5 million recommended for better use. These reports 
are listed in Appendix 4, as noted below. Partial management decisions have been made on 11 
of these audits, which are currently on appeal. Final management decisions are pending the out- 
come of the appeals. 

5. Status of Prior Audit Recommendations 

Appendix 4 contains a listing of audit reports issued before the commencement of the reporting 
period for which no management decision had been made by the end of the reporting period. 

6. Management Improvement Reports 

We issued three MIRs this period. Two of these reports are described in Chapter I; narrative 
summaries of all three MIRs issued this period are presented in Appendix 7. 

During the period, management officials resolved six MIRs, sustaining $28.25 million in rec- 
ommendations for the better use of funds. The OIG and program management disagreed on the 
dollar value for the better use of funds on one of the resolved MIRs: Management sustained 
$2.25 million, whereas the OIG believes that the amount sustained should be $4.5 million. 

As of the end of the period, 1 1 MIRs were unresolved. MIRs which are over six months old 
are listed in Appendix 4. 

B* INSPECTION ACTIVITIES 

This period, we issued six inspection reports on postsecondary proprietary schools. Our reviews 
found that all six schools were significantly deficient in their administration of the Title IV SFA 
programs. Three of these reports are highlighted in Chapter I; narrative summaries of all six 
reports are found in Appendix 8. 

C. INVESTIGATIVE ACTIVITIES 

Investigative activities during this reporting period showed significant results, as summarized in 
the following chart. 
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SUMMARY OF RESULTS 



-Cases Active at 3/31/93 912 

-Cases Opened 251 

-Cases Closed 136 

-Cases Referred for Prosecution 129 

-Cases Accepted 97 

-Cases Declined 32 

-Indictments/Informations* 133 

-Convictions/Pleas/Pre-trial Diversions* 163 

-Fines Ordered $ 25,033 

-Restitutions Ordered** $ 3,589,822 

-Restitution Payments Collected $ 691,148 

-Recoveries $ 72,621 

-Civil Settlements $ 803,500 

-Civil Penalties $ 5,500 



* Includes two (2) actions that were unreported in our last Semiannual Report. 

+ Includes four (4) actions that were unreported in our last Semiannual Report. 

** Includes $14,422 in restitutions ordered that were unreported in our last 
Semiannual Report. 



The charts on the following page profile, by type of investigative subject: 1) the subjects of OIG 
active investigative cases as of the end of the reporting period; and 2) convictions during the 
reporting period resulting from OIG investigative efforts. 
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Subjects of OIG Investigations 
for 912 Cases Active as of 3/31/93 




4% 



32% 

H8 NON-ALIEN REC I P I ENTS □ OTHERS ffi ED EMPLOiEES 
□ ALIEN RECIPIENTS B SCHOOL OFFICIALS 



Profile of 163 Subjects 
Convicted 




gg fOM-AL l EN RECIPIENTS SCHOOL OFFICIALS 

■ AL I EN REC I P I ENTS □ OTHERS 



Selected examples of these investigations are found in Chapter II of this report. Narrative sum- 
maries of significant ED/OIG investigative cases resulting in prosecutive actions this period are 
presented in Appendix 9. 



E. DEBARMENT AND SUSPENSION ACTIVITIES 

The Department of Education participates in the Federal government-wide system for nonpro- 
curement debarment and suspension. This system provides a mechanism under which a Federal 
agency can debar or suspend an individual or organization from conducting nonprocuremi-nt 
transactions with all Federal agencies or from acting as an agent or representative performing 
these transactions. 



1. Statistical Summary 

The following statistical summary provides an overview of OIG requests during the period for 
Departmental action to debar or suspend organizations or individuals from participating in Fed- 
eral programs. 



o the financial aid director of Draughon Business College, Shreveport, Louisiana 

o the president of Metropolitan Technical Institute and Business College, Long Beach, 
California 

o the owner of Caguas College of Technology and Science, Caguas, Puerto Rico 

o the owner and the academic coordinator at Coastal Training Institute, Mobile, Ala- 
bama 

o the president and a shareholder of Concho Career Institute, San Angelo, Texas 

o two vice presidents of USA Training Academy, Newark, Delaware 

o the owner of Salt Lake City College, Salt Lake, Utah 

o the president of West Texas Barber Styling College, Houston, Texas 

o a vice president of Morningside Bank and Trust, Sioux City, Iowa 

o the owner of National School of Health Technology, Philadelphia, Pennsylvania 

o the financial aid director of International Business College, El Paso, Texas 

o a financial aid technician at Davis Applied Technology Center, Kaysville, Utah 

o four officers or employees of Edmondson Junior College, Nashville, Tennessee 
o the financial aid director at Career Point Business School, Kansas City, Missouri 

o the financial aid director at Maine Maritime Academy, Castine, Maine 

o the owner, an officer, and an employee of Certified Welding School, Englewood, 
Colorado 



Department Debars 
24, Suspends 5, 
Proposes 5 Additional 
Debarment Actions 



This period, the OIG asked the Department to take action to 
debar or suspend 12 individuals under the Federal nonprocure- 
ment debarment and suspension regulations. The Department 
debarred 24 individuals this period, proposed debarment action 
involving 5 other individuals, and suspended another 5 indivi- 
duals. 



Departmental Actions Taken During the Period 



This period, the Department 
debarred the follovAng individuals: 
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The Department proposed debarment of 
the following individuals this period: 

the president of Technical Training Institute, Houston, Texas 

the president of Birmingham College of Allied Health, Birmingham, Alabama 

the director of Phillips College, Louisville, Kentucky 

the president of Phillips Junior College, Columbus, Georgia 

an employee of Trend College, Portland, Oregon 

In addition, the Department suspended 
the following individuals: 

four officers of Corn-Tech Computer Training Institute, Southfield, Michigan 
the owner of Carlinshar Institute, Bolinbrook, Illinois 
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Chapter VH 

BACKGROUND AND 
ORGANIZATION 

A. INTRODUCTION 

The OIG was established May 4, 1980, pursuant to provisions of the Department of Education 
Organization Act (P.L. 96-88). Section 508(n) of the Act amended the Inspector General Act 
of 1978 (P.L. 95-452) to provide for an Office of Inspector General in the Department of Edu- 
cation. Public Law 100-504, the Inspector General Act Amendments of 1988, amended P.L, 
95-452 in several important ways, among them by establishing reporting requirements to ensure 
uniformity and reliability of OIG audit and Semiannual reports. 

B. MISSION OF THE DEPARTMENT 

The purposes of the Department, as provided in P.L. 96-88, include in part: 

— To strengthen the Federal commitment to assuring access to equal educational opportunity 
for every individual; 

— To supplement and complement the efforts of States, the local school systems and other 
instrumentalities of the States, the private sector, and other concerned organizations and 
individuals (as specified in the legislation) to improve the quality of education; 

— To improve the management and efficiency of Federal education activities; and 

— To increase the accountability of Federal education programs to the President, the 
Congress, and the public. 

C. OIG MISSION 

The Inspector General heads an independent organization responsible for audit, investigation, 
fraud prevention and detection, and designated security functions relating to programs and opera- 
tions of the Department. 

The purposes of the OIG, as provided in P.L. 95-452, are: 

— To conduct and supervise audits and investigations relating to programs and operations of 
the Department of Education; 

— To provide leadership and coordination and recommend policies for activities designed to 
promote economy, efficiency, and effectiveness in the administration of, and to prevent 
and detect fraud and abuse in, such programs and operations; and 



ERIC 



56 

70 



— To provide a means for keeping the head of the establishment and the Congress fully and 
currently informed about problems and deficiencies relating to the administration of such 
programs and operations and the necessity for and progress of corrective action. 

In carrying out the duties and responsibilities established under the Inspector General Act, the 
OIG has authority to inquire into all program and administrative activities of the Department, 
as well as related activities of all parties performing under contracts, grants, or other agreements 
with the Department. These inquiries may be through audits, investigations, or other appropriate 
measures. 



D. OIG ORGANIZATION 

The OIG consists of three major components— Audit Services, Investigation Services, and Poli- 
cy, Planning and Management Services— and the Immediate Office of the Inspector General. 
The Immediate Office is the organizational locus of the Counsel to the Inspector General and 
the OIG Inspection Team. Headquarters and regional offices conduct audits, investigations and 
inspections nationwide. 

1. Audit Services 

Audit Services conducts and coordinates audits of ED programs and activities and recipients of 
ED funds to determine whether programs are carried out efficiently and economically and to as- 
sure compliance with regulations. IPA audits of ED-financed activities are reviewed by the OIG 
for compliance with standards established by the Comptroller General. Audit Services makes 
recommendations or transmits IPA recommendations to program officials for corrective action 
concerning problems, abuses and deficiencies, and reports on the progress made in implementing 
such corrective action. 

Audit resolution is the responsibility of ED Assistant Secretaries, administrators, and other man- 
agement officials accountable for the programs or activities audited. Management resolves costs 
questioned and/or recommended for disallowance or better use, and monitors actions to ensure 
implementation of recommendations that were sustained. 

2. Investigation Services 

Investigation Services performs and coordinates investigations of ED employees and recipients 
of ED funds who are suspected of criminal wrongdoing. It coordinates with the Department of 
Justice when the results of these investigations indicate the potential for criminal and/or civil 
prosecution. Investigation Services also operates the OIG Hotline for receiving complaints on 
fraud, waste and abuse. 

3. Policy, Planning and Management Services 

Policy, Planning and Management Services (PPMS) provides overall direction, control and coor- 
dination of administrative and management services within OIG. PPMS also reviews existing 
and proposed laws and regulations to determine their actual or potential effect on the Depart- 



ment's ability to operate efficiently, and to reduce the likelihood of fraud and abuse. Manage- 
ment areas for improvement are identified through analysis of audits, investigations, and other 
studies and reports on ED programs and operations. PPMS also carries out the OlG's Freedom 
of Information Act and Privacy Act responsibilities, and coordinates such activities with OIG 
Counsel and responsible ED officials as appropriate. 



ARE YOU ON OUR MAILING LIST? 

If you would like additional copies of this report, or if you are not on our mailing list and would 
like to receive copies of future ED/OIG Semiannual Reports, please send your request, along 
with your name, title/organization (optional), address, and daytime telephone number (including 
area code) to: 



SEMIANNUAL REPORT 
Office of Inspector General 

U.S. Department of Education 
400 Maryland Avenue, SW 

Washington, DC 20202-1510 
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REPORTING REQUIREMENTS 

Indexed below are the reporting requirements prescribed by the Inspector General Act of 1978, 
as amended. 



Section 4(a)(2) — Review of Legislation and 

Regulations Pages 40-42 

Section 5(a)(1) — Significant Problems, Abuses and 

Deficiencies Pages 1-18, 72-93 

Section 5(a)(2) — Recommendations with Respect 

to Significant Problems, Abuses and Deficiencies Pages 1-18, 72-93 

Section 5(a)(3) — Recommendations Described in 
Previous Semiannual Reports on Which Corrective 

Action Has Not Been Completed Pages 70-71 

Section 5(a)(4) — Matters Referred to Prosecutive 

Authorities Page 52 

Sections 5(a)(5) and 6(b)(2) - Summary of Instances 
Where Information was Refused * 

Section 5(a)(6) - Listing of Audit Reports Pages 64-65 

Section 5(a)(7) - Summary of Significant Audits Pages 1-18, 72-85 

Section 5(a)(8) - Audit Reports Containing 

Questioned Costs Page 62 

Section 5(a)(9) - Audit Reports Containing 
Recommendations That Funds Be Put to 

Better Use Page 63 

Section 5(a)(10) — Summary of Unresolved Audit 
Reports Issued Prior to the Beginning of the 

Reporting Period Pages 66-67 

Section 5(a)(ll) - Significant Revised 

Management Decisions ** 
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Section 5(a)(12) - Significant Management 

Decisions with Which OIG Disagreed *** 



* There were no instances where information or assistance was unreasonably refused or not provided. 
** There were no significant revised management decisions. 
*** There were no significant management decisions with which OIG disagreed. 



O 6f 

FRir 



Appendix 2 
Page 1 of 2 



Table I 

INSPECTOR GENERAL ISSUED REPORTS 
WITH QUESTIONED COSTS 1 

(Dollars in Thousands) 



A. For which no management 
decision has been made by 
the commencement of the 
reporting period (as adjusted) 

B. Which were issued during 
the reporting period 

Subtotals (A + B) 

C. For which a management 
decision was made during 
the reporting period 

(i) Dollar value of 
disallowed costs 

(ii) Dollar value of 
costs not disallowed 

D. For which no management 
decision has been made by 
the end of the reporting 
period 

E. For which no management 
decision was made within 
six months of issuance 



Number 



756 

1,392 
636 



756 



121 



Questioned 

Costs 



$1,028,894 

$ 1,271,845 

$ 513,353 
$ 239,488 3 
$ 273,865 



$ 758,492 



$ 515,308 



Unsupported 
Costs 2 



$ 112,086 

mm 

$244,152 

$ 70,815 
$ 10,683 3 
$ 60,132 



$ 173,337 



$ 41,363 



l None of the audits reported in this table was performed by the Defense Contract Audit Agency. 
2 Included in Questioned Costs. 

^Excludes questioned costs of $40.1 million ($4.8 million of which are unsupported costs) from one report in 
which the OIG and program management disagreed on the dollar values. The OIG believes that these costs should 
have been sustained. 
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Table II 

INSPECTOR GENERAL ISSUED REPORTS WITH 
RECOMMENDATIONS FOR BETTER USE OF FUNDS 4 

(Dollars in Thousands) 



Number of 
Reports Dollar Value 

A. For which no management 
decision has been made by 
the commencement of the 

reporting period (as adjusted) 31 $ 520,885 

B. Which were issued during 

the reporting period 11 46.406 

Subtotals (A + B) 42 $ 567,291 

C. For which a management 
decision was made during 

the reporting period 16 $ 247,725 

(i) Dollar vaiue of recommendations 
that were agreed to by 

management $210,183 

(ii) Dollar value of recommendations 
that were not agreed to 

by management $ 37,542 

D. For which no management 
decision has been made by 
the end of the reporting 

period 26 $ 319,566 

E. For which no management 
decision was made within 

six months of issuance 16 $ 295,519 



^None of the audits reported in this table was performed by the Defense Contract Audit Agency. 
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GLOSSARY OF TERMS 



The following are definitions of specific terms as they are used throughout the report. 

o Audit reports issued are reports of audits completed by OIG, as well as those processed 
by OIG but completed by other Federal auditors; by State, institutional, and other non- 
Federal governmental auditors; and by independent public accountants. Processing of 
reports of audits completed outside OIG includes assessing the quality of the work per- 
formed and transmitting the report to program managers. 

o Audit reports resolved are reports on which Department management has made a writ- 
ten final determination of the action to be taken on the report's findings and recommen- 
dations. 

o Better use of funds is a recommendation that funds could be used more efficiently if 
responsible officials took actions to implement and complete the recommendation by 
means including: 

— reductions in outlays; 

— deobligation of funds from programs or operations; 

— withdrawal of interest subsidy costs on loans or loan guarantees, insurance, cr 
bonds; 

— costs not incurred by implementing recommended improvements related to the 
operations of the Department, a contractor or grantee; or 

— any other savings that are specifically identified. 

o Civil judgment is a court order, entered in a civil action, that the parties to the suit do, 
or refrain from doing, certain acts. These may include the withdrawal of claims filed 
against the government or the payment of funds by one party to the other. 

o External audits and special projects include individual regional audits and special 
projects which focus on local, rather than nationwide, issues; audits which result from 
special requests by program managers, Hotline complaints, and other allegations; and 
audits which follow up on issues disclosed in non-Federal audits. 

o Fines are monetary penalties imposed by Federal or State courts as part of a criminal 
sentence. 
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Information is an accusation in writing, filed with the court by the U.S. Attorney, 
against a person named therein for some criminal offense, as distinguished from an in- 
dictment brought by a grand jury. Misdemeanors may be prosecuted by either indictment 
or information; felonies must be prosecuted by indictment unless waived by the defendant 
in open court. If indictment is waived, a felony may be prosecuted by information. 

Nationwide and internal audits identify and address problems and recommend im- 
provements both internal and external from a broad, national perspective, to ensure that 
Federal education funds are used effectively and efficiently and that program goals are 
accomplished. In addition, some of these audits focus specifically on the internal man- 
agement activities of the Department. 

Non-Federal audit activities are directed to the review and processing of non-Federal 
audit reports, as well as providing technical assistance to recipients of Federal financial 
assistance and non-Federal auditors in meeting audit requirements. 

Other recommended recoveries are recommendations for the recovery of funds for 
reasons other than those identified for questioned costs. Recommendations to recover 
excess cash held by a recipient, previously written-off accounts receivable and overallo- 
cations of program funds are examples of other recommended recoveries. Amounts that 
will ultimately be refunded to the Federal government or recovered by other means are 
dependent upon final determinations made by the responsible program managers and pos- 
sible subsequent adjudication. Other than in our Statistical Profile and the "Audit Reso- 
lution and Recovery of Funds H section of this report, recommendations for other recov- 
eries are not mentioned separately but are included in our statistics for questioned costs. 

Questioned costs are expenditures of funds which the auditor questions because of: 

— an alleged violation of a provision of a law, regulation, contract, grant, cooper- 
ative agreement, or other agreement or document governing the expenditure of 
funds; or 

— a finding that the expenditure of funds for the intended purpose is unnecessary or 
unreasonable. 

Recoveries are funds returned by recipients to the Department or to recipients' program 
accounts or third parties, or reductions of future payments or awards made as a result 
of, or during the course of, audit or investigative activities. This term does not include 
court-ordered fines or civil judgments. 

(Reports issued with) major changes are reports that required major changes or re- 
quired the correction of substandard audit work which, if not corrected, would result in 
diminished reliability or usability of the report. 
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o (Reports issued with) minor changes are reports with deficiencies in the report and/or 
audit work that required correction but were not of a nature that affected the reliability 
or usability of the report. 

o (Reports with) significant inadequacies are reports with deficiencies, either in the report 
or in the audit work, that are so serious as to make the report unusable in fulfilling one 
or more objectives of the audit, or that make the report unreliable. These reports, com- 
bined with the reports issued with major changes, comprise our universe of substandard 
audits. 

o Restitution payments collected are reimbursements of ED funds actually collected by 
the Department this period which were ordered by Federal, State or local courts during 
this or previous periods. 

o Restitutions ordered are reimbursements of Department funds ordered by Federal, State 
or local courts as part of a criminal sentence. 

o Unsupported cost is a cost that is questioned by the auditor because, at the time of the 
audit, such cost was not supported by adequate documentation. 
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GLOSSARY OF ABBREVIATIONS 



ABC 


Advance Business College 


ACN 


audit control number 


AFMS 


Accounting and Financial Management Service 


AICPA 


American Institute of Certified Public Accountants 


BUF 


better use of funds 


CFO 


chief financial officer 


CPA 


certified public accountant 


CPE 


continuing professional education 


ED 


U.S. Department of Education 


ESEA 


Elementary and Secondary Education Act of 1965 


FASB 


First American Savings Bank 


FBI 


Federal Bureau of Investigation 


FFELP 


Federal . Family Education Loan Program 


FLP 


Facilities Loan Program 


FMFIA 


Federal Manapers' Financial Tntppritv Art 


FY 


fiscal year 


GCS 


Grants and Contracts Service 


HEA 


Higher Education (Act) 


IAP 


Impact Aid Program 


IRS 


Internal Revenue Service 
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XT1X 

ITI 


International Technical Institute 


LSAKB 


Lender and State Agency Review Branch 


M 


million 


MIR 


management improvement report 


MTI 


Microcomputer Technology Institute 


NSLDS 


National Student Loan Data System 


OIG 


Office or Inspector General 


OMB 


Office of Management and Budget 


OPE 


Office of Postsecondary Education 


PDE 


Pennsylvania Department of Education 


PPMS 


Policy, Planning and Management Services 


PRDE 


Puerto Rico Department of Education 


Q 


questioned 


QCR 


quality control review 


QEP 


Quality Education Project 


SFA 


student financial assistance (student aid) 


SJCC 


San Juan City College 


SLS 


Supplemental Loans for Students 


U 


unsupported 


UNO 


University of Nebraska at Omaha 


VR 


vocational rehabilitation 
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Please complete and mail the card below 
if you wish to obtain copies of audit, inspection, 
or management improvement reports issued this period. 
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INSPECTOR GENERAL'S HOTLINE 



Anyone knowing of fraud, waste or abuse involving Department of Education funds or programs 
should call or write the Inspector General's Hotline* 

The toll-free Hotline number is 1-800-ME-USED. 

The mailing address is: 

Inspector General's Hotline 
Office of Inspector General 
U.S. Department of Education 
400 Maryland Avenue, SW 
Washington, DC 20202-1510 

Individuals wishing to report such activities may also contact the nearest Regional Inspector 
General at the following locations: 



Citv/State 


Region 


Area 
Code 


Audit 


Investigation 


Boston, MA 


I 


(617) 


223-9300 


223-9301 


New York, NY 


n 


(212) 


264-8442 


264-4104 


Philadelphia, PA 


m 


(215) 


596-0262 


596-1021 


Atlanta, GA 


IV 


(404) 


331-5862 


331-2087 


Chicago, IL 


V 


(312) 


886-6503 


353-7891 


Dallas, TX 


VI 


(214) 


767-3826 


767-3361 


Kansas City, MO 


VII 


(816) 


891-7981 


891-7958 


Denver, CO 


vm 


(303) 


844-2385 


844-4517 


San Francisco, CA 


IX 


(415) 


556-2711 


556-6726 


Seattle, WA 


X 


(206) 


220-7860 


220-7876 



In the Washington, DC, metropolitan area 
the Hotline telephone number is: 

(202) 755-2770 



U.S. Department of Education 
Washington, D.C. 20202-1510 



Official Business 
Penalty for Private Use, $300 



Pottagt and Fees Paid 
U.S. Dapartmant of Education 
EO 395 
Special Fourth Class 
Rate - Book 
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PROCESSING AND REFERENC E FACILITY 

. OPERATED FOR THE U.S. DEPARTMENT OF EDUCATION 

by ARC Professional Services Group, Information Systems Division 
1301 Piccard Drive, Suite 300, Rockville, Maryland 20850-4305 



ERIC PROCESSING AND REFERENCE FACILITY 
ACQUISITIONS DEPT. 
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ROCKVILLE, MARYLAND 20850-4305 
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